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Preface
Detailed

analysis of the content

of long-form audit reports and presentation of several complete reports

together with selected excerpts from numerous others are undertaken in this booklet. It has been prepared
by the research department of the American Institute of Accountants and is based on fifty-two specimens
submitted by thirty-nine accountants and accounting firms from nineteen states.

Section I contains an analysis and discussion of the contents of the fifty-two reports. Excerpts

emphasizing both typical and unique practices in the handling of specific items appear in Section II. Section
III sets forth five complete long-firm reports together with brief comments on their salient features.

Section I affords accountants a means of checking their’ own long-form report practices against those
of fellow practitioners who supplied specimens for the sample. While it is not claimed that typical practice is

revealed in the analyses of fifty-two reports, it is believed the sample is large enough to be indicative of tend
encies or trends in modern practice among a fair number of leading firms geographically well diversified.

Section II and Section III should be helpful to accountants who may feel a need for some variety or

innovations in their own long-form reports. Since each engagement is likely to have its own specialized require
ments, these excerpts or examples should not be followed exactly, but should be adapted to the particular
circumstances. It is thought, however, that much of the potential usefulness of the booklet is embodied in

the practical utility of these sections. Some of the material reproduced in these sections may be said to typify
what was encountered in analysis of the fifty-two specimens; other excerpts could more accurately be
described as selections of the unique or ingenious.

The research department is indebted to those who supplied the raw materials for this study. As noted,
fifty-two specimens supplied by thirty-nine accountants and accounting firms form the basis of the analysis.

More specifically the specimens included forty-two actual reports, or reproductions of actual reports, eight
outlines of long-form reports on which some supplementary data were obtained, and two reports used in staff
training programs. A preponderance of the specimens set out the results of regular audits of corporations.

However, included among the clients were a limited partnership, a cooperative buying organization, a trusteeadministered hospital, and a labor union. Most of the reports were file copies supplied by the cooperating
accountants and firms. A few were disguised as to names or amounts, or both, before delivery to the research

department. A few other reports had been reproduced, in some form before the department acquired them. A
very limited number of the reports has been widely published. In those instances where no previous effort
was made to disguise names or to alter figures the research department has undertaken to insure the

proper concealment of identity.
Unlike published reports to stockholders, long-form audit reports are usually confidential and little has
been published regarding actual practice in preparing them. It is believed, therefore, this booklet will be
helpful to younger members of the profession who lack wide experience in the preparation of long-form reports.

More experienced accountants may be interested in seeing how their fellow practitioners have handled the
many specific phases of these reports.
Carman G. Blough, Director

of

Research

American Institute of Accountants
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Characteristics off Long-Form Audit Reports

Introduction
individual approach to the presentation of reports, and
it has not been possible to distill the experiences of
any large number of accountants with a view to devel
oping practices which will be most effective. This
booklet represents an attempt by the research depart
ment to break down the barriers which have hindered
the interchange of ideas as to the form and content of
long-form reports.

Te accountant’s ability to produce an informa
h
tive, well-rounded presentation of his client’s finan
cial statements and of the salient facts underlying and
reflected by them is one of the most important factors
determining his success or failure in the field of public
accountancy. Although many grueling hours may be
spent in the careful application of auditing procedures,
the accountant’s professional stature is likely to be
measured by the quality of his output. In many audit
engagements that output is the long-form report.
Although hundreds, perhaps thousands, of reports
are submitted in the form of a certificate, or short-form
report, such as that recommended by the committee
on auditing procedure of the American Institute of
Accountants, it is probably true that a great many
more reports are of the long-form variety presenting
varying degrees of detailed information as to a Client’s
financial position and results of operations. The short
form report is usually completely satisfactory for the
purpose of reporting on financial statements to be sub
mitted to stockholders and others who are not closely
concerned with the management of an enterprise or
with the details of its operations. However, bankers
and other creditors, potential investors, other outsiders,
and, in many cases, management itself may require a
more intimate knowledge of the company’s financial
affairs. A well-prepared long-form report will serve the
needs of those who must have more detailed informa
tion.1
Long-form reports are not ordinarily a matter of
public record. In the usual engagement the accountant
submits to his client a specified number of copies of
the report, generally in typewritten form, and the client
then controls the disposition of the copies. The circula
tion of the report is usually quite limited, and as a
result, accountants seldom see any great number of
reports which have been prepared by fellow practi
tioners. One consequence of this is that each account
ant, or each firm of accountants, has developed an

Raw Materials of Study
The material in this booklet is based on an analysis
of fifty-two specimens submitted to the research de
partment by thirty-nine different accountants and ac
counting firms. The specimens cover a wide variety of
types of organization, both commercial and nonprofit.
Some of the companies concerned are sizeable, but
for the most part the reports deal with enterprises
Which would be classed as small businesses. In a sub
stantial majority of the cases the materials made avail
able were in essentially the same form as when submitted
to clients; however, in eight instances outlines of
actual reports were submitted. Major deletions have
been made from at least two of the reports before they
were delivered to the research department. As a result
it is not possible to supply certain details of the ac
countant’s practices in a number of instances. Four
specimens supplement regular short-form reports simul
taneously or previously delivered to the client. Two of
these were illustrative reports for use in staff training;
one is an outline of a long-form report; one is a re
production of a report delivered to the client.
Two reports deal with nonbusiness organizations—
one of them is a large labor union, the other is a
trustee-administered hospital. A tabulation of the raw
materials of this study follows:
Business
Actual or substantially actual form 40
Staff training specimens
2
Outlines of reports
8
50

1 Accountants preparing reports to be submitted for bank credit
purposes will find the booklet Financial Statements for Bank Credit
Purposes informative and helpful. Copies may be obtained for
ten cents each from the publishers, Robert Morris Associates,
1417 Sansom St., Philadelphia 2, Pa.

Nonbusiness
2
—
—
2

Reports are characterized as being in “actual or
substantially actual form” when they do not vary mate
rially from those delivered to the client, though they
9

10
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may have been copied or reproduced. Rounding off
or changing figures to conceal identity, and deletions,
including deletions or substitutions of names, etc., con
stitute the principal changes. In one instance the client
had printed the auditor’s report and the research de
partment was supplied a printed copy.
Most of the reports and outlines were of the opinion
type and covered a period of one year. However, there
were a few interim reports and reports in which the
auditor did not express an opinion concerning the state
ments. The following table summarizes these classi
fications.
Annual
Interim
Year plus short period

Opinion
40
2
1
43

Non-opinion2
8
1
—

9

Purpose of Section
It would be difficult to find a single report which
typified those included in this analysis. However, tabu
lations of many features of the reports and outlines
reveal that in many respects they are similar and that
certain features recur with considerable regularity. The
function of tins section is to set forth statistics and brief
comments on significant and recurring characteristics of
the fifty-two specimens of the study. This section is
concluded by a description of the content of a com
posite report which could be said to epitomize the typi
cal long-form audit report as revealed in this study.
Some lack of homogeneity was to be expected in the
sample. Differences would be inevitable even if all of
the engagements were undertaken for the same purpose
(which they were not) and if the clients were similar
(which was not the case).

Physical Characteristics of the Reports
Readers are probably curious about the physical
characteristics of the reports constituting the sample.
It should be noted that:
1. Various sizes of paper were used.
2. Folding of paper was not uncommon.
3. Margins varied greatly.
4. Typing was different. Both elite and pica types
were used; textual material in nine reports was
single spaced, while a majority of the reports fea
tured double-spaced text liberally interspersed with
schedules and tabulations which, for the most part,
were single spaced.
5. There was, of course, variation in such matters as
style and conciseness in both statements and com
ments.
Despite these variations some data concerning size of
the reports are probably worth-while.
2 Two of these supplement reports in which an opinion was
expressed.

Thirty-nine typed reports which were complete as
submitted were selected for purposes of giving an indi
cation of the length of complete reports included in the
study. The average length of these was twenty pages.
More reports (seven) were nineteen pages than any
other specific length. Because one report was eighty
eight pages in length and because no others exceeded
thirty-two pages it is believed that something just under
twenty pages would be fairly typical. The shortest of
the reports contained seven pages.

Size and Folding of Paper
It was feasible to compile statistics on reports from
thirty-one firms as to paper size, extent of folding of
sheets, and practice in numbering of sheets. A surpris
ing variety of paper sizes was encountered. Except for
sheets which were folded, paper sizes used by thirty-one
firms were as follows:
Paper Size in Inches
(Horizontal measure first)

No. of
Firms
8½ x11 (standard letter size)
8x10½
814x11
⅜ x 10½
8½ x 14
9x1116
9x 12
9⅛x11
9¼ x11¾
9% x 1116
916 x 12
916 x 13
9⅝ x 11

16
1
1
1
1
1
2
1
2
1
2
1
1
31

Folding of sheets was widely practiced by the thirtyone firms, whose reports were analyzed as to paper size.
Most firms folded sheets in such a way that all creases
were vertical. One firm did the opposite and folded so
that all creases were horizontal. A very limited number
folded sheets so that both horizontal and vertical creas
ing appeared. Statistics as to the number of sheets
folded by the thirty-one firms in their thirty-seven re
ports follow:
No. of
Reports
No folding at all
One sheet folded
Two sheets folded
Three sheets folded
Four sheets folded
Five sheets folded
Six sheets folded
Seven sheets folded
Eight or more sheets folded

5
5
4
5
8
6
2
0
2

37

Folding was always done so that, when folded, the
size of sheets was uniform and matched other sheets on
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which comments, narrower statements, etc., appeared.
When opened, sheets Which had been folded frequently
were not uniform in size. The usual purpose of folding
Was, of course, to get an entire statement or Schedule
on one sheet. In some instances firms chose to continue
a statement on a second sheet rather than to resort to
folding. One firm typed on opposite sides of two con
secutive sheets so than an entire balance sheet was
visible without turning a page. Much of the folding was
necessitated by comparative statements where two or
more years’ figures were being compared and where
amounts of increase and decrease were often shown.
Balance sheets with assets on the left side and liabilities
on the right also made for folded sheets in a number of
reports. One report was unique in that it was folded to
legal abstract size (approximately 4x9 inches). Its
cover was so designed that the frame into which the
client’s name was typewritten and the printing of the
accountant’s name were centered on the outside of the
report when it was folded to abstract size.

Report Covers
Size of paper is closely related to size of covers or
binders used to enclose and protect the reports. Twenty
firms delivered reports to the research department in
covers identical to those which their clients received.
Horizontally, covers exceeded paper size by as little as
inch and by as much as % inch. Vertically, the excess
ranged from none at all (one report) to ½ inch. Be
cause of filing considerations accountants would do well
to give some thought to limiting paper size to approxi
mately standard lettersize (8½ x 11) and to keeping
excess of cover size to a minimum. It is doubted that
much extra protection of report pages is afforded by
the rather generous excess of binder dimensions over
paper dimensions encountered in a few reports. De
tailed discussion of other characteristics of the covers
of the twenty firms follows.
With one exception, these firms used heavy paper
covers. While there was some variation, usually the
paper was heavier than that used on covers of 1952
issues of The Journal of Accountancy. In order of
popularity the colors (various shades) used were:
brown, gray, and blue. A few other colors were also
used. One firm used a black cover made of flexible
material which resembled grain leather. The firm name
in gold lettering was centered near the bottom. Cen
tered near the top was a window through which could
be read the typewritten name of the client and other
data descriptive of the report. The entire fly page of
this report was flexible transparent material. The first
paper sheet contained the name of the client and other
data which would be read through the window.
Name of the accountant or accounting firm appeared
on the cover in all twenty cases. Sixteen firm names

were printed in ink directly on the cover; two firms used
rectangular stickers on which the firm name was printed
and on which space was provided for typing in data
concerning the client, date, etc.; one, as already de
scribed, used gold lettering; one firm name was em
bossed by means of heavy stamping, but no ink was
used. Together with the firm’s name, its location was
usually given. Practice in giving the firm address is
set out below:
Only name of city
Full address (including building)
Cities in which firm has offices
"Boston Office”
No address given

10
3
1
1
5
20

The firms usually described themselves in some fashion.
Titles used were:
Certified Public Accountant(s)
16
Accountants and Auditors
2
Certified Public Accountants—Tax Consultants3*8 1
No title
1
20

To hold pages in the binder four of the twenty firms
used ribbon which was visible externally and which
tended to harmonize with the binder.
In all cases the client’s name appeared on the front
of the cover; in addition about half gave the client’s
address. Appearance of these items was as follows:
Typewritten on cover
Typewritten (visible through window)
Printed

15
1
4

20

Wording which described the contents appeared in
eighteen cases. Language used was as follows:
Audit
1
Audit Report
4
Auditors’ Report
2
Examination
1
Financial Statements and Report upon
Examination of Accounts
1
Report (on, of, of the)Audit (one each)
3
Report, on audit of accounts and records,
including balance sheet at [date], state
ment of income for the year then ended,
and related exhibits and schedule
1
Report on Examination
2
of statement of financial position as of
[date], and of related statement of opera
tions for the six months then ended
1
of the accounts
1
of the balance sheet and the related
statement of profit and loss of [client]
at [date]
1
No wording used at all
2
20
3 This report was prepared prior to the adoption by Council of
the Institute of a Statement of Principles Relating to Practice in
the Field of Federal Income Taxation Promulgated by the National
Conference of Lawyers and Certified Public Accountants in which
such designations are proscribed. See page 869 of The Journal of
Accountancy, June, 1951.
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Accountant's Name on Report Paper
Practice in the use of paper bearing the accountant’s
name was somewhat varied. It is necessary to point out
that it was not always possible to determine practice as
exemplified in reports delivered to clients because some
of the reports were reproduced before being submitted
to us and because several firms supplied outlines instead
of reports. For this reason some of the tabulations
herein list some items as “not determinable.” The tabu
lation which appears below is in terms of accounting
firms instead of number of reports:
No. of
Firms

Letterhead on first sheet, other paper plain
Name printed on all sheets, no watermarking
Letterhead on first sheet, all watermarked
Name printed and watermarked on all sheets
No name on paper, but name on binder
Not determinable

13
8
3
1
1
13

Because of the variety of practice in numbering of
pages which was previously noted, there was some
variation in construction of tables of contents. In those
reports where textual comments appeared on numbered
pages, and exhibits and schedules appeared on pages
which were not numbered, the general practice was to
refer to a balance sheet as appearing on Exhibit B.
“Exhibit B” would be used in lieu of a page number.
Where the table of contents was located on the fly
sheet or page one it was generally complete, i.e., page
numbers (or the substitutes just described) of all con
tents of the report, text, exhibits, and schedules were
given. On the other hand where the listing of contents
appeared elsewhere in the report it was usually not
complete in that only exhibits and schedules would be
listed. One very good reason was that such a contents
list usually appeared near the end of the textual section
and immediately ahead of the statements.

39

Address and Salutation

Numbering of Report Pages
The most popular firm practice in numbering of
report pages was to number all of them. Next in popu
larity was the practice of numbering pages of comments
or textual material, but not numbering pages on which
exhibits and schedules appeared.
Practice in this matter is summarized as follows:
No. of
Firms
All pages numbered
21
Textual pages numbered, exhibit and schedule
pages not numbered
14
No pages numbered
4
Textual pages numbered, exhibit and schedule
pages also numbered, starting with “1” again 1

Ordinary business corporation
Cooperative buying organization
Trustee-administered hospital
Labor union
Limited partnership

An index, table of contents, or some other listing
of other contents of the report was provided in fortyfive of the fifty-two reports. These were prepared by
thirty-five of the thirty-nine firms supplying reports.
Two firms which supplied two or more reports put an
index in some of their reports and did not put them
in others.
Location of the listing or table of contents was
generally on a fly sheet or the first numbered page of
the reports. Practice in location of the table of contents
is tabulated below:
No. of
Firms

Board of Directors (or “The Board of
Directors” or "To the Board of Directors”)
XYZ Corporation
To the Stockholders
Mr. John Doe, President
Mr. John Doe, President, and Board of Directors
Mr. John Doe, Chairman of the Board
The Directors and Stockholders
No addressee
Not determinable (8 outlines, 2 deletions)

31
2
9
3
45

25
2
8
1
—1
365

17
10
3
3
2
1

1
1
10
48

Salutations used in connection with each of the above
groups were as follows:
Board of Directors:

Total 17

Gentlemen
Dear Sirs
Sirs
No salutation

10
5
1
1

XYZ Corporation

Fly sheet or page one
Page two
Other pages
Not determinable

48
1
1
1
1
52

Index or Table of Contents

No. of
Reports

No. of
Reports

Reports on engagements involving ordinary business
corporations were addressed as follows:

404

Location of
Table of Contents

Reports included in this survey are classified as to
legal form of client’s organization in the following tabu
lation:

Gentlemen
Dear Sirs

Total10
9
1*
5

Total exceeds thirty-nine because one firm followed two dif
ferent practices.
5 Total exceeds thirty-five because one firm followed two dif
ferent practices.
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Total 3

To the Stockholders

Sirs
No salutation

2
1
Total 3

Mr. John Doe, President

Dear Sir
Dear Mr. Doe

2
1

Mr. John Doe, President, and Board of Directors

2

Gentlemen

Mr. John Doe, Chairman of the Board

Dear Mr. Doe
The Directors and Stockholders
No salutation

Total 2

Total 1
1

Total 1

1

In the case of the four engagements involving clients
which were not ordinary business corporations the ad
dress and salutation practice were as follows:
Cooperative buying organization:

Board of Directors
Gentlemen

Trustee-administered hospital:

To Board of Trustees
Dear Mesdames

Labor union:

To United Steelworkers of
America

Limited partnership:

John Doe Co., Ltd.
Gentlemen

Sequence of Contents
It will be recognized that it is fairly difficult to con
vey an accurate impression of the over-all content of
the fifty-two reports except by means of tabulations
and by textual discussion of individual components
such as schedules showing aging of receivables, men
tion of inventory confirmation techniques employed,
discussion of client’s taxes still subject to review, etc.
It is even more difficult to present concisely a picture
of the sequence in which the various components ap
peared.
Certain generalizations can be made, but so far as
sequence in which individual components appeared is
concerned, homogeneity could be discerned only in
terms of broad patterns. This is partly due to the fact
that some reports contained a great many more ele
ments than others. It is also accounted for in the fact
that some of the reports were not the end product of
regular audit engagements, but set forth results of
limited examinations, supplemented separately deliver
ed short-form reports, or merely involved preparation
of statements and analyses for management. Obviously
the emphasis varied somewhat from one report to an
other and a number of them were evidently tailored
to assignments calling for differences. For example,
the extent to which a client’s internal staff provided
analytical data, funds statements, etc., would govern
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an auditor’s decision as to whether such information
should be incorporated in his long-form report.6 Pur
poses for which reports were prepared would have a
great deal to do with their content and the emphasis
placed on different components.
On a broad basis, certain patterns of sequence in
the fifty-two reports can definitely be discerned. These
are set. out below:

I. A. Textual material including scope and opinion
(if any).
B. Principal financial statements.
C. Schedules supporting statements.
(Forty-two reports prepared by thirty-two firms.)

II. A. Scope and opinion.
B. Principal statements.
C. Schedules and comments interspersed.
(Three reports prepared by one firm.)
III. A. Scope, brief description of audit procedures,
opinion.
B. Principal statements and schedules.
C. Comments.
D. Supplemental statements.
(Two reports prepared by one firm.)

IV. Miscellaneous (one report each).
1. A. Scope and opinion.
B. Comments on operations (heavily interspersed
with schedules).
C. Income statement and schedules.
D. Comments on balance sheet.
E. Balance sheet and comparative balance sheets.
2. Supplemental report containing no opinion or de
tailed financial statements.
3. A. Statements and schedules.
B. Very brief comments (no opinion).
4. Statements and schedules with no opinion or tex
tual material.
5. Report which tended to follow first pattern (I-A)
but which contained ten pages of notes to financial
statements consisting largely of material usually
found in comments section.
(Five reports by an equal number of firms.)
As noted elsewhere in Section I, forty-four reports
contained income statements other than the principal
income statement. Almost invariably these supplemen
tary statements were condensed and comparative. They
were used quite extensively in the text to introduce
or to support the auditor’s comments on salient fea
tures of operations or analysis of certain phases of
operating results. In twenty-six of thirty-one reports
6 Consider the following quotation from one report: "The
company's accounting department prepares detailed financial state
ments setting forth complete information concerning fluctuation in
production costs and operating expenses, and we have not deemed
it. necessary to submit comments thereon in this report.’’

14
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containing comments of any length on operations,
this discussion and the supplementary income statement
were contiguous. In only two reports where there
were both fairly extended discussion of operations and
a supplementary income statement the two elements
were not contiguous. The general tendency was to put
the supplemental income statement and discussion of
operations near the beginning of the reports, usually
immediately after the index and a brief introduction,
or after the index and the scope and opinion para
graphs.
All but three of the reports contained textual ma
terial other than introductory or scope and opinion
paragraphs. General practice was to include some
discussion of assets and liabilities. Into this discussion
it was common practice to introduce tabulations (such
as receivables aging, composition of inventory, etc.).
Where there was discussion of several assets and lia
bilities, it was taken up in balance-sheet order in about
half of the reports. Rarely, however, did this discus
sion sequence appear immediately after an opening
paragraph or after the scope and opinion paragraphs
where these were the first elements of the text.
Further consideration is given to the scope and
opinion paragraphs later in this section. For present
purposes it should be noted that these paragraphs ap
peared very early in about half of the reports in which
they were encountered. In these reports the scope and
opinion paragraphs were usually the first items after
the index and salutation.
On an over-all basis it is fairly accurate to say that
textual comments preceded the formal balance sheet
and income statement which were certified. The prin
cipal statements were usually followed by supplemen
tary schedules which gave greater detail concerning
expenses, costs per product, insurance coverage, fixed
assets, sources and applications of funds statements,
etc. However a few firms first set out scope and opinion
paragraphs (plus very brief textual comments in one
instance); there followed the principal financial state
ments; these in turn were followed by more extended
textual material and schedules.
The principal balance sheet and income statement
were usually contiguous. About eighty per cent of the
reports in which such statements were a possibility
contained surplus statements; in a substantial majority
of these the balance sheet, surplus statement, and in
come statement were contiguous. In eleven reports
(two of which were outlines) incorporating surplus
statements the income statement and surplus statement
were combined; this represented the practice of ten
firms. As between the two or three principal statements,
when they were contiguous (which was the case in
about seventy per cent of the reports), the balance
sheet appeared first about five times out of six, the

income statement appeared first about one time in six,
and the surplus statement never preceded the other two
statements. When the principal statements were not
contiguous they were usually close to one another. The
most common intervening item was a fixed assets
schedule.

Textual Space Devoted to Each Topic
Forty-four reports and eight outlines, as previously
noted, comprise the materials analyzed in this booklet.
An estimate was made of the relative amounts of
textual space devoted to each topic in the forty-four
reports. Three reports did not contain any textual com
ments other than scope and opinion paragraphs and
consisted only of statements and schedules. The sta
tistics and discussion which follow relate to the fortyone reports containing regular textual comments.
Certain qualifications and conditions should be noted
at the outset.
1. Textual materials of several reports were single
spaced. In stating the space devoted to a particular
topic the single-spaced comments were raised to what
was estimated to be necessary to cover the same ma
terial if double spacing had been used. Since it was
common practice to set out textual comment in double
spacing and to intersperse schedules in single spacing,
no effort was made to place such schedules on a
double-spaced page basis.
2. Since most scope and opinion paragraphs em
ployed standard wording no data concerning them ap
pear below.
3. Where there was variation in margins employed
or in paper size, unless the latter item caused material
differences, no effort was made to compensate for
these variations.
4. Items which could be dealt with in limited space
were often combined into one of the broader group
ings tabulated below. For example, insurance coverage
was sometimes not discussed separately but instead
was covered, along with other matters, in the space
devoted to prepaid expenses.
5. It is recognized that some persons write more
concisely than others and that space devoted to par
ticular items is not necessarily indicative of how much
was actually said about them. It is also evident that
circumstances peculiar to certain items in any given
engagement will call for varying attention.
With these limitations in mind, for what they are
worth, statistics concerning space devoted to major
topics in textual commentary sections of forty-one
reports are presented in Schedule I, opposite.
The supplementary tabulation which follows ar
ranges items tabulated in Schedule I in the order of
frequency of their appearance.
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Characteristics of Long-Form Audit Reports
No. of
Reports
Receivables (usually including examination pro
cedures)
Inventories (usually including examination pro
cedures)
Fixed assets (including schedules showing changes
in balance of assets and related reserves)
Operations (usually including condensed, com
parative income statements)
Current liabilities (often including mention of
taxes subject to review)
Condensed and/or comparative balance sheet
Working capital and funds statement
Capital stock
Cash
History of company (including “Organization,”
etc.)
Introductory material other than standard scope
paragraph
Prepaid expenses and deferred charges
Insurance coverage
Surplus
Long-term liabilities
Investments other than U. S. securities
U. S. securities
Cash surrender value of insurance
Working capital (as distinguished from single
current items)

34
31
31

31
28
24
22
20
19

17
16

16
15
15
14
11
10
9
8

Other items dealt with separately in the comments
section of the reports with some frequency include
ratios (usually incorporated with discussion of working
capital or operations), reserves for unusual items, con
tingent liabilities, brief summary of audit procedures,
qualification of opinion, offer to discuss report with
client or to supply additional information, and expres
sion of thanks for cooperation and courtesies extended.
Certain of the items dealt with in the preceding
tabulation were also handled in a varying number of
instances in the exhibits and schedules section. These
include condensed or comparative balance sheets, funds
statements and working capital schedules, tabulations
of insurance coverage, fixed assets schedules, detailed
itemizations of inventory composition, etc. The next
part of this section dealing with statements and sched
ules will serve to complete general coverage of content
of the reports.

Supporting Statements and Schedules
Not in Textual Portions
Aside from principal financial statements (balance
sheet, income statement, and surplus statement) the

_____ SCHEDULE I: TEXTUAL SPACE DEVOTED TO TOPICS IN COMMENTS

Item Discussed

Introductory material other than standard scope paragraph
Cash
Receivables (usually including examination procedures)
Inventories (usually including examination procedures)
Prepaid expenses and deferred charges
Working capital (as distinguished from single current items)
Working capital and funds statement7
U. S. securities
Investments other than U. S. securities
Cash surrender value of insurance
Fixed assets (including schedules showing changes in balances
of assets and related reserves)
Current liabilities (often including mention of taxes subject to
review)
Fixed liabilities
Capital stock
Surplus
Operations (usually including condensed, comparative income
statements and occasionally including a funds statement)
History of company (including “Organization,” etc.)
Condensed and/or comparative balance sheet
Insurance Coverage

No. of
Pages Devoted to Particular Subject
Reports
in .
Average
Minimum
Maximum
Which Item
Dealt With
in Comments
16
19
34
31
16
8
22
10
11
9

.2
.3
1.0
.8
.4
.6
.9
.3
.5
.2

.1
.1
.2
.1
.1
.2
.5
.1
.1
.1

.2 .
.8
2.6
2.3
1.5
1.5
2.0
.5
1.5
.5

31

.8

.1

3.2

28
14
20
15

.9
.5
.4
.4

.1
.1
.1
.1

4.4
2.0
1.9
1.1

31
17
24
15

2.4
.9
.9
.5

.5
.3
.2
.2

8.0
2.1
2.0
1.0

.

.

7 In a number of reports the funds statement appeared in the section devoted to principal statements and supporting schedules.
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reports analyzed included a great variety of supplemen
tary and supporting statements and schedules. This
portion of Section I deals with statements and schedules
appearing in parts of the reports devoted to exhibits
and schedules and containing few, if any, textual com
ments. Principal financial statements were supplemented
or supported by:
No. of
Reports
Condensed or comparative balance sheets
Condensed or comparative income statements
Application of funds statements
Schedules of cost of goods manufactured and sold
Schedules of cost of goods manufactured
Manufacturing expense schedules
Administrative and general expense schedules
Selling expense schedules
Schedules showing changes in fixed asset and
reserve balances
Schedules showing insurance coverage

15
11
8
14
6
8
26
24
25

9

Numerous other schedules were encountered, but
less frequently than those listed above. These include
schedules setting forth non-operating income of various
types, cross-classifications of income and expense (by
department, area, product, or other classification), re
ceivables aging, etc. In the aggregate there were numer
ous schedules supporting balance sheet elements which
gave more detailed itemizations, showed changes in
particular balances occurring during the year, etc. One
report contained twenty such schedules (the principal
balance sheet was obviously somewhat condensed),
another, thirteen. These were extreme cases, but typical
reports usually had one or more such schedules, those
relating to fixed assets and their valuation reserves
being quite popular.
Expense schedules were frequently comparative for
two years and it was not uncommon for reports to
include expense schedules in which expenses were al
located to various departments or products. Schedules
for expenses other than selling, general, and manu
facturing classifications were fairly common. Examples
of these include expense schedules for storage and ware
housing, research and engineering, and advertising.
Supporting schedules and statements included in the
section where principal statements were set forth, as
distinguished from similar schedules and statements
interspersed in the textual comments section, were
identified as follows:
No. of
No. of
“Schedule”
No caption
“Exhibit”
Schedules, if any, identified in same
manner as principal statements
Not determinable

Reports

Firms

25
15
1

20
12
1

5
6

5
3

52

■M^M***

418

8 Total exceeds thirty-nine because two firms employed two
different practices.

These supporting schedules and statements were pop
ularly identified by Arabic numerals. However, com
binations of capital letters and Arabic numerals were
also popular and where such combinations were used
Schedule B-1 and B-2 would support Exhibit B, etc.
Practice is indicated below:

Arabic numerals
Capital letters and Arabic numerals9
“I-A”, etc. (Exhibits identified by
Roman numerals in this case)

No. of
Reports

No. of
Firms

13
12

11
9

1

1

26

21

Comparative and Supplementary
Balance Sheets
Forty-eight of the fifty-two reports contained com
parative balance sheets; these were prepared by thirtysix of the thirty-nine firms. In nine instances the prin
cipal balance sheet of the report was in comparative
form; in forty-two reports some balance sheet other
than the main one was comparative. In three reports
both the principal balance sheet and a supplementary
one were comparative. Four reports, one of which
contained two balance sheets, had no comparative
balance sheets.
Eight reports contained only one balance sheet. Of
these, five were comparative while three were not. One
report included in the study was prepared at the end
of the first period of the company’s existence, obviating
the possibility of a comparative balance sheet. Another
report covered a period not corresponding to the full
fiscal year of the client; further, the engagement marked
the first time the accountant had audited the records.
In this situation the accountant presented comparative
balance sheets as of the end of two prior fiscal periods
(not the cut-off date of his audit) but his report cap
tioned them “From Books Without Audit.” Still an
other report contained no principal balance sheet be
cause it supplemented a short-form report; this sup
plementary report contained condensed comparative
balance sheets as of the end of two periods.
Almost without exception the balance sheets com
pared were those marking the end of the period audited
and those as of the close of the preceding period (which
was usually one year earlier). A few reports set out
comparisons of more than two balance sheets, five
being the maximum number.
Amounts of increase or decrease were shown in fortyone of the forty-eight reports incorporating compara
tive balance sheets. There was considerable variation in
the methods employed to set out increase or decrease
amounts; practice is tabulated on the next page.
9 In addition, one report also had Supplementary Schedules
1. 2, 3, etc.

Characteristics of Long-Form Audit Reports
No. of No. of
Reports Firms
One column for changes, increases plain,
decreases in parentheses10ii
One column for changes, increases plain,
decreases in red
One column for changes, increases plain,
decreases with asterisks
One column for changes, increases plain,
decreases followed by minus sign
One column for changes, increases followed
by plus sign, decreases by minus sign
Separate columns for increases and decreases
Increase and decrease amounts in one
column, but manner of distinguishing in
creases from decreases not determinable

15

13

11

11

5

3

4

2

1

1
1

1

4

2

41

33

A very limited number of reports showed percentages
of increase or decrease as well as amounts of change.
A tabulation of reports containing comparative bal
ance sheets appears below:
Principal Balance Other Balance
Sheet
Sheet
Comparative
Comparative

Reports containing one comparative
balance sheet
6
Reports containing two comparative
balance sheets
3 (duplicative)
Supplementary report containing
comparative balance sheet
—
9

38

3

1
42

To varying extents, thirty-eight of the supplementary
comparative statements were condensed. Condensing
of balance sheets varied from showing everything the
same as in uncondensed statements except for com
bining of depreciation reserve amounts for several as
sets into a single total to extreme cases where all current
assets were shown as one figure, all fixed assets as one
figure, etc. Generally the practice was to condense rela
tively little; in other words practice tended in the direc
tion of the first example cited in this paragraph. In a
small number of reports the principal balance sheet
was set up in highly condensed form and expanded by
inclusion of numerous supporting schedules which fol
lowed. In several reports which contained more than
one balance sheet, the principal statement was in regular
balance-sheet form while the supplementary one was in
the form of a statement of financial position.11
Three firms set up balance sheets containing an extra
column in which amounts were expressed on a “com
mon size” or one-hundred per cent basis, i.e., total
assets amounts were assigned a value of one hundred
and each other element of the statement was expressed
10 One report in this group was unique in that increases and
decreases were expressed in terms of whether the offsetting change
would result in an increase or decrease in net worth. Thus a liability
amounting to $500 in 1951 and $700 in 1952 would be shown as
a $200 decrease.
11 By this is meant a balance sheet, often in report or vertical
form, in which current liabilities are subtracted from current as
sets.
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as some lesser per cent. Another accountant’s report
incorporated a unique variant of the usual one-hundred
per cent balance sheet. Instead of assigning the one
hundred value to total assets and to total liabilities and
capital, the one hundred was assigned to net worth.
Total assets, of course, exceeded net worth and were
shown as one hundred and twenty-two per cent. It will
be noted in the next part of this section, wherein com
parative income statements are discussed, that a much
greater number of income statements on the one-hunt
dred per cent basis was encountered.

Comparative and Supplementary
Income Statements
Forty-six of the fifty-two reports contained compara
tive12 income statements; these were prepared by thirtyfour of the thirty-nine firms. In twenty-one reports the
principal income statement was comparative; in fortytwo reports some income statement other than the main
one was in comparative form. In seventeen reports
both the principal income statement and a supplemen
tary one were in comparative form, while in four re
ports the principal income statement was comparative
and any others were not.
One report included in the study was prepared at
the end of the client’s fiscal period, obviating the pos
sibility of a comparative statement, One supplementary
report did not repeat the income statement which had
been separately certified; it contained a comparative
condensed income statement. A third report related to
a first audit of a client which had been in busmess for
some time. In this case the principal income statement
was in comparative form, but its heading included a
notation that figures for the pre-audit period were taken
from the books without audit.
Comparisons involved two successive fiscal periods
in over three-fourths of the comparative income state
ments. A few reports made three-year comparisons,
while two reports set out comparisons for five years.
Both of these last mentioned reports made their five
year comparisons in supplementary condensed state
ment form. In six instances where both the principal in
come statement and supplementary statements were in
comparative form, one statement covered two periods
while the other covered more than two. The maximum
number of periods compared in any report was thirteen;
the next highest number was ten. Comparisons of five
or more periods were rare.
Amounts of increase and decrease were generally
shown when only two years were compared. However,
sixteen reports containing comparative income state
12 It should be understood that “comparative” as used in this
discussion refers to parallel alignment of income statement figures
for successive fiscal periods. It does not relate to income state
ments in which results at two branches or from sales of two prod
ucts' are compared.
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meats did not show increase or decrease amounts.
Where reports contained two sets of comparative in
come statements the amounts of increase or decrease
were usually shown in only one set. Very few reports
set out percentages of increase or decrease. The method
of showing increase and decrease amounts is set forth
in the following tabulation:
No. of No. of
Reports Firms

One column for changes, increases plain,
decreases in parentheses
One column for changes, increases plain,
decreases in red
One column for changes, increases plain,
decreases with asterisks
One column for changes, increases plain,
decreases followed by minus sign
Separate columns provided for increases and
decreases
Increase and decrease amounts known to be
in one column, but manner of distinguish
ing increases from decreases unknown
Not determinable

11

9

5

5

4

3

4

2

1

1
2

4
1

1
23

30

A general tabulation of comparative income state
ments appears below:
Principal
Supplementary
Income
Income
Statement
Statement
Comparative
Comparative
Reports where only one in
come statement comparative 4
24
Reports where both income
statements comparative
17 (duplicative)
17
Supplementary report in which
income statement is com
parative
—
1

42

21

Forty-four reports contained, supplementary income
statements; forty-two of these were comparative. Fortythree (and possibly all) of the forty-four supplemen
tary income statements were condensed.
The following tabulation shows the extent to which
income statements contained supplemental columns in
which the figures placed were on a one-hundred per
cent basis, i.e., where the net sales figure was assigned
a value of one hundred and other major components
of the statement were expressed in terms of their per
centage relationship to net sales:
Principal
Income Statements
No. of
No. of
Firms
Reports
On 100 per cent
basis
Not on 100 per
cent basis
No statement
Not determinable

Other
Income Statements
No. of
No. of
Firms
Reports

14

13

28

24

3513
1
2

2713
1
2

16
8
—

15
8
—

52

4314

52

4715

It should be noted that while the one-hundred per
cent figures were usually placed alongside the dollar
amounts, in a few cases separate statements were pre
pared in which account titles were repeated and per
centage figures substituted for dollar amounts.

Principal Financial Statements
As we have seen, a preponderance of the reports
contained two balance sheets and two income state
ments. This discussion is concerned with what were
obviously principal statements—those on which audi
tors’ opinions were expressed. While the principal bal
ance sheet and income statement in the reports were
sometimes comparative, more often they were not.
On the other hand, their secondary counterparts were
usually both condensed and comparative. Principal
statements were usually more detailed than a secondary
statement. They frequently included supplementary
notes or footnotes and were fairly commonly labeled
as exhibits. On the other hand, secondary statements
generally were condensed and comparative, often served
to launch or supplement a discussion of operations,
working capital, or specific balance sheet items and
therefore were frequently interspersed in textual sec
tions of the reports.
Because some reports were incomplete or in outline
form and because one supplementary report contained
only condensed statements, the statistics and discussions
below relate to forty-two reports prepared by thirtyfive firms.
Titles used in conjunction with principal balance
sheets were as follows:
Balance Sheet
Comparative Balance Sheet(s)
Statement of Assets and Liabilities
Statement of Financial Position
Consolidated Balance Sheet
Statement of Consolidated Financial Position
Comparative Statement of Resources
and Liabilities (labor union)

No. of
Reports
33
3
2
1
1
1

1
42

Eight of the statements tabulated above were com
parative but only four of the titles took note of this
fact.
The forms in which the balance sheets were pre
pared were as follows:
No. of
Reports
Assets on left, liabilities and capital on right16
30
Assets over liabilities and capital, equal totals struck
7
Assets minus liabilities equal capital17
2
Assets less liabilities equal an amount which was
underscored with, double ruling. Total capital
amount similarly underscored
1
Assets on one page, liabilities and capital on
following page (not facing)
2
42

Characteristics of Long-Form Audit Reports
Slightly over half (twenty-two) of these balance
sheets were supplemented by contiguous pages of
“Notes to Financial Statements,” or contained foot
notes. These are separately discussed in this section.
Attention is now turned to the principal income state
ments in the forty-two reports. Because in some of the
reports income was combined with surplus in a single
presentation it is necessary to divide part of the dis
cussion which follows.
Titles used where the income statement did not set
forth data concerning surplus are tabulated below:
No. of
Reports
Statement of Operations
5
Statement of Profit and Loss
4
Profit and Loss Statement
3
Statement of Income and Expense(s)
3
Statement of Income
3
Comparative Statement of Income and Expense(s) 3
Statement of Consolidated Income
2
Comparative Profit and Loss Statement
2
Income Statement
1
Comparative Trading and Profit and Loss Statement 1
Comparative Income Account
1
Comparative Statement of Profit and Loss
1
Statement of the Results of Operations
1
Statement of Earnings
1
Income Account
1
Profit and Loss Account
1
33

Different titles were used for each of the nine com
bined income and surplus statements. They are listed
below:

19

The multiple-step form of income statement was far
more widely used than the single-step form. In the
former, various sub-classes of income and profit are
struck before a final figure of income transferred to
surplus is arrived at. Examples of these sub-classes in
clude gross profit, profit from operations, net income
before certain charges, etc. In the single-step form all
credits to income are combined at the top and a total
is struck; similarly the debits are accumulated and the
difference between the two totals is the net income for
the period. The multiple-step form was used in thirtynine instances while the single-step form was used
only three times.
Supplementary notes or footnotes were less common
among principal income statements than among bal
ance sheets. Two of the combined income and surplus
statements and nine of the regular income statements
of a total of forty-two included footnotes. These notes
are discussed elsewhere in this section.
In a substantial majority of the reports the surplus
statement was handled as a principal statement. In a
few others an equivalent presentation was made but
incorporated in the comments.
The discussion below relates to separate (uncom
bined) surplus statements in twenty-one reports where
they were accorded the status of principal statements.
As would be expected considerable variation was
found in titles used to caption surplus statements.

While fifteen of the income statements included in
the two preceding tabulations were comparative, only
eight of the titles used took note of the fact.

No. of
Reports
Statement of Earned Surplus
3
Statement of Surplus
3
Surplus Statement
1
Surplus Account(s)
2
Earned Surplus Account
1
Statement of Surplus Accounts
•1
Summary of Earned Surplus
1
Statement of Changes in Surplus Accounts
. 1
Statement of Income Retained in theBusiness
1
Analysis of Retained Income
1
Analysis of Retained Earnings
1
Statement of Retained Earnings
1
Statement of Consolidated Earnings Retained in
the Business
1
Statement of Consolidated Earned Surplus
1
Analysis of Undivided Profits
1
Statement of Surplus and Undistributed Margin
Accounts (cooperative buying organization)
1

13 Two firms (and reports) did not put statements on a one
hundred per cent basis, but expressed sales figures in terms of
dollars per ton or cubic yard of product sold and all component
costs, expenses and profits were expressed as lesser amounts of the
sales figure for a unit.
14 Total exceeds thirty-nine because four firms engaged in two
of the practices cited.
15 Total exceeds thirty-nine because seven firms engaged in two
or more different practices.
16 One firm typed on opposite sides of sheets so that when the
report was opened at the principal balance sheet, assets appeared
on the left hand sheet and liabilities on the right hand.
17 One of these was in statement of financial position form, i.e.,
current liabilities were subtracted from current assets, other assets
were added to net working capital and non-current liabilities were
subtracted from this total.
18 Working capital fund of a hospital.

Seven of these twenty-one statements were accom
panied by footnotes or were supplemented by notes to
financial statements.
Sequence of principal financial statements is dealt
with elsewhere. The balance sheet usually appeared
ahead of the other statement or statements and both
or all three were usually contiguous.
Practice in identifying principal statements for pur
pose of indexing, cross-referencing, etc., is tabulated
as follows:

Statement of Income and Surplus
Statement of Profit and Loss and Surplus
Statement of Income and Retained Earnings
Statement of Income and Earnings Retained in
the Business
Statement of Income and Earnings Retained for
Use in the Business
Statement of Income and Earned Surplus
Statement of Operations and Earned Surplus
Statement of Operations
Statement of Income and Expense and Working
Capital18

21

20

“Exhibit”
No designation19
“Schedule”
“Statement No. 1”, etc.
Not determinable

Long-Form Report Practice
No. of
Reports
28
16
2
1
5
52

No. of
Firms
23
13
2
1
2
4120

Principal statements which were so designated were
further identified by letters or Arabic or Roman num
erals. Practice was as follows:
Capital letters
Roman numerals
Arabic numerals

No. of
Reports
27
3
1
31

No. of
Firms
22
3
1
26

Footnotes to Principal
Financial Statements
Twenty-two principal balance sheets contained foot
notes or referred to other parts of the reports.*20
21 Five
of these used language such as the following: “Note:
This exhibit is subject to the accompanying comments
which are a part of this report.” In six reports the foot
notes were on the balance sheets and therefore were
comparatively brief. One referred to a specific page in
the comments section. The other ten referred to a
separate page or pages of notes to financial statements.
While quite a wide range of material was covered in
these footnotes or notes to financial statements, certain
subjects recurred with some frequency. These included
taxes subject to review (6), other contingent liabilities
of various types (4), restrictions on dividends because
of loan or security covenants (4), composition of cer
tain items such as inventories (3). Other subjects dealt
with in such notes include: commitments to make sink
ing fund contributions, purchases of major fixed assets,
basis of inventory pricing, pledging or mortgaging of
specific assets to pay loans, plans for retirement of
certain classes of stock and principles followed in con
solidating statements.
Eleven income (including two combined income and
surplus) statements contained footnotes or referred to
other parts of the reports. Two of the eleven simply
used language such as “Accompanying and forming
part of our report of February 7, 1950, and subject to
comments contained therein.”, The others were more
specific and dealt with such subjects as differences be
tween income shown and that reported for tax pur
poses, accelerated depreciation, and the fact that com
parative figures included in the statement were un
audited. In at least two cases the notes seemed to deal
19 One supplementary report did not include any principal state
ments.
20 Total exceeds thirty-nine because two firms captioned under
two different practices.
21 This discussion relates to forty-two reports which contained
principal statements. We could not be certain about footnotes in
others which were incomplete or furnished in outline form.

with what constituted essentially balance-sheet matters.
Seven separate surplus statements contained foot
notes or referred to other contents of reports in which
they appeared. Two of these indicated the statements
were subject to comments appearing in the reports. The
other five, in so far as the footnotes or notes to state
ments related to surplus, dealt principally with restric
tions on dividend payments.

Opinions in the Reports
In forty-three of the fifty-two reports opinions were
expressed on the statements presented; of the nine
reports which did not contain opinions, two supplement
opinion-type reports previously or simultaneously pre
pared.22 Seven of the nine did not contain an
opinion for other reasons. These non-opinion reports
are discussed separately.
Of the forty-three positive expressions of opinion
five are here classed as qualified and thirty-eight as
unqualified. Two reports classed as unqualified included
phraseology such as “subject to the foregoing com
ments” in the opinion paragraph. However, a perusal
of the referenced comments in these reports revealed
no content of material other than routine textual analy
sis or description. It would seem that inclusion of such
phraseology accomplishes no useful purpose in cases
where there is no basic reason to qualify the opinion,
but instead may actually appear to constitute a quali
fication when none is intended. With regard to situa
tions where the intent is to qualify, attention is directed
to the Codification of Statements on Auditing Pro
cedure,23 from which the following is quoted:
“Any exception should be expressed clearly and un
equivocally as to whether it affects the scope of the
work, a specific item in the financial statements, the
company’s procedures (as regards either the books or
the financial statements), or the consistency of account
ing practices where lack of consistency calls for excep
tion. To the extent practicable, the effect of each such
exception on the related financial statements should
be given.”
In twenty-nine of the forty-three opinion reports the
scope and opinion paragraphs were consecutive. In the
other fourteen reports they were separated by a range
of from four short paragraphs to twenty pages of textual
comments. In a substantial majority of the unqualified
reports the language of the scope and opinion para
graphs (whether together or separate) was patterned
along the lines of the wording recommended by the
Institute committee on auditing procedure. The methods
of expressing qualifications of opinions are dealt with
in Section II.
22 Two other reports which were also supplementary repeat the
scope and opinion paragraphs.
23 See page 17 of Codification of Statements on Auditing Pro
cedure, issued by AIA committee on auditing procedure, 1951.
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Reasons for No Expression of Opinion
Nine reports included in the survey did not contain
an expression of opinion. Four reports were prepared
for managerial use; of these, two were also used as a
basis for preparing tax returns. Two of the nine reports
were supplementary to reports previously or simul
taneously submitted which did contain opinions, ob
viating the necessity for a second opinion.2425
26
Two addi
tional reports of the nine set forth the results of limited
examinations (for which no specific purpose was
stated). The last report of the nine contains mention
of cash verification and reconciliation, confirmation of
receivables, and the usual inventory procedure, yet fails
to express an opinion. No reason for the omission is
stated in the report. The non-opinion reports included
in the survey may be classified as follows:
No. of
Reports
Prepared for managerial purposes
4
Supplementary to opinion reports
2
Based on limited examination, no purpose stated 2
No reason given for failure to express opinion
1
9

Words Used to Identify Opinion or
Certificate
Specific identification of the opinion was made in
most of the reports by providing a caption over the
opinion paragraph or by listing it in the index or both.
It is interesting to note the various titles used for this
purpose as revealed in the following tabulation:
Title25
“Opinion”
“Certificate”
“Accountants’ Report”
“Accountants’ Certificate”
“Certificate of Auditors”
“Accountants’ Opinion”
“Conclusion”
No identifying terminology
Non-opinion reports

No. of
Reports
9
8
5
2
2
1
1
15
9

52

No. of
Firms
7
7
3
2
1
1
1
13
8
—
4326

Choice between use of certificate and opinion (with
or without added words) was rather evenly divided.

Classification of Operating Data on
Organization or Product Basis
Classification of revenue or expense data on thebasis of department or branch, or on the basis of two
or more products, was fairly extensive in the fifty-two
reports. The tabulation which follows indicates in part
the extent to which such breakdowns were made:
24 It should be noted, however, that two of the forty-three
opinion reports supplement previously prepared opinion reports
and include a repetition of the opinion.
25 In a few cases the possessive word was singular instead of
plural.
26 Total exceeds thirty-nine because four firms classed under
two different captions in table.

Data classed on an organization or product basis
No such classification—appropriateness unknown
Cases where classification very likely inappropriate
Not determinable

21
No. of
Reports
36
11
4
1
52

The complete extent to which such classification was
carried is difficult to convey because of the great vari
ation encountered. In a few reports sales figures were
broken between two products or departments and
nothing was done to allocate costs or expenses. In a
few others the breakdown was carried far enough to
determine gross profits on such a basis. In still others
complete income statements for each branch or prod
uct appeared. It is possible that some reports which
did not set forth classified data could have done so. In
such cases the decision not to show a breakdown may
have been made because management had already ob
tained such data from the accounting department. In
any particular case, assuming some breakdown to be
possible, the decision would depend on the significance
of the data, the extent to which the client already had
such information, the purposes of the reports, etc.
Some Examples of the types of breakdown employed
are afforded by excerpts in Section II and by the (1)
Client Company, (2) Anycompany, Incorporated, (3)
Motorsales, Incorporated, and (4) XYZ Paper Com
pany reports reproduced in Section III.

Ratios and Other Analytical
Computations
A fairly high proportion of the reports included
ratios and other analytical computations in addition to
those implicit in any statements expressed on a onehundred per cent or comparative basis. The more
popular ratios and other analytical computations in
clude: (1) current ratio, (2) inventory turnover, (3)
earnings per share, and (4) book value per share.
These and others are discussed below.
Current ratios appeared in twenty-four of the fiftytwo reports; twenty of the thirty-nine firms were repre
sented on this score. In seventeen of forty-nine cases
where it was possible to be sure (several outlines and
abbreviated reports were not indicative), the current
ratio was given for two years; in two reports it was
given for more than two years. In one report where
the ratio was given for only one year the client had
just completed its first year’s operations.
Closely akin to the ratio of current assets to current
liabilities is the ratio of cash and receivables to current
liabilities. This ratio, often called the quick or acid
test ratio, appeared in only one of the fifty-two reports.
Inventory turnover statistics were given in nine of
the fifty-two reports; these were prepared by eight dif
ferent firms. In all but. two of these nine cases the
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turnover figures were given for two or more years.
One report expressed turnover of each component of
inventory in terms of number of months to liquidate
present stocks assuming continuance of sales or con
sumption at current rates. Another report gave similar
information based on (1) sales for the year and (2)
rate of sales during last six weeks of the year.
Ten reports (prepared by a like number of firms) of
the fifty-two gave earnings per share figures. In seven
of forty-five cases (where it was possible to be sure)
earnings per share figures were given for two or more
years.
Book values per share were set forth in ten of the
fifty-two reports representing nine of the thirty-nine
firms. In eight reports it was not possible to determine
whether or not book values per share were given, but
it appeared reasonable to believe they were not.
Other data of a character similar to that just dis
cussed appearing in a very small number of reports
include: (1) average days’ net sales represented in
customers’ accounts receivables, and (2) per cent of
net income to net worth. Ratios were usually set forth
in the comments section of the reports. Where several
ratios were presented, especially if for two or more
years, it was usual practice to include a table of ratios
and thereby complete the presentation on one page.
On the other hand, if only one or two ratios were
given, as a rule they appeared in the discussion of
working capital or of operations.

Statements of Source and
Application of Funds
Thirty-eight reports of the fifty-two included in the
survey incorporated a statement of source and applica
tion of funds or an equivalent. On a basis of tabula
tion by firms, the extent to which fund statements were
incorporated is indicated by the following: twenty-nine
firms included such statements in one or more of their
reports; seven firms included them in none of their re
ports; three firms supplying two or more reports in
cluded them in some reports and not in others.
Twenty-nine of the thirty-eight funds statements and
related working capital schedules were contiguous to
balance sheets; two of these were principal balance
sheets; twenty-seven were not. In about three-fourths
of the reports containing funds statements, the funds
statement appeared before the principal income state
ments and balance sheets usually somewhere in the
textual discussion and analysis of the client’s affairs.
A detailed write-up of funds statements, together
with presentation of complete statements and signifi
cant excerpts from statements appears in Section II of
this booklet.
27 Totals are higher than thirty-two and twenty-eight because
two firms followed two practices listed.

Mention of Liability and Casualty
Insurance Coverage
Thirty-two of the fifty-two long-form reports pre
pared by twenty-seven of the thirty-nine firms dealt
with clients’ liability and casualty insurance coverage.
Four firms supplying two or more reports included in
the study gave such insurance data in some of their
reports and not in others.
Practice as to location or mention of insurance cov
erage in the thirty-two reports is tabulated below:
In comments section
In separate schedule outside comments
section
In notes to balance sheet
In supplementary data section, which is
analagous to comments section but
which follows opinion, statements
and schedules

No. of
Reports
21

No. of
Firms
18

9
1

9

2

1

1

2927

33

The following table gives data as to number of
amounts of coverage listed in the thirty-two reports:

51—60 amounts27
28
21—30 amounts
10—20 amounts
5—9 amounts
1—4 amounts
None
Not determinable

No. of
Reports
3
1
8
7
7
2
4
32

Two firms listed each policy, giving its number and
the name of the insurance company. Several firms
listed types of coverage in force but without amounts.
Four of the reports included book values of assets
insured in the insurance schedule along with amounts
of coverage. Four reports included remarks about
types of insurance not carried. Four reports contained
comment on the adequacy of coverage in force. With
only one exception reports discussed in this paragraph
were not the same ones and represent eleven different
reports prepared by nine different firms.
As noted in the preceding paragraph four reports
included remarks about types of insurance not carried.
The auditors’ remarks in these cases are reproduced
below in full.
1. “We observed that it is not the policy of the com
pany to carry fidelity insurance in respect of its
employees.”
2. “It was determined that motor vehicles acquired
during the year (two) were not insured. Coverage
was arranged for these units on April 6, 1950.
28 The term amount is
coverage figure where the
the individual policy or
understood to encompass
“cash value” or “actual

understood to mean an individually listed
basis of breakdown in the report is either
class or item of property. It is further
occasional substitutions of such terms as
liability” for dollar figures.
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The Company does not carry fidelity insurance on
any of its employees.”
3. “We noted the Company has discontinued the
carrying of use and occupancy insurance.”
4. “No use and occupancy or product insurance is
carried by the company.”
Excerpts 3 and 4 are taken from reports prepared by
the same firm.
Comments on adequacy of coverage were included
in four reports. Examples of how these were written
follow:
1. “Our examination of insurance policies and cov
erage reports from the [name of a trade associa
tion] indicated that the company is adequately
protected against insurable losses resulting from
fire, theft, public liability, workmen’s compensa
tion, and automobile collision.”
2. “It is suggested that consideration be given to the
adequacy of insurance coverage on plants #1 and
#3.”
3. “Insurance against loss by fire is carried on the
buildings and contents, including inventories, un
der blanket policies for $9,000,000 with an 80%
coinsurance clause. As the same amount of insur
ance protection has been carried for three years,
and in view of the recent additions to properties,
the enlarged inventories and the possible higher
cost of replacements, we suggest that considera
tion be given to an increase in the amount. All
other forms of insurance protection carried should
be reviewed concurrently, as we believe adjust
ments, especially with respect to fidelity bonds,
may be desirable.”
4. “The liability for "compensation claims has been
furnished by your workmen’s compensation repre
sentative, [name], and, from the information
available, we are of the opinion that the reserve
is adequate.”
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Depreciation Rates Indicated
Thirteen of the fifty-two reports prepared by ten of
the thirty-nine firms supplying them gave specific rates
of depreciation used for each depreciable asset or class
of assets. Details of how this information was present
ed appear in the table that can be found at the bottom
of this page.
Six of the above reports were prepared by three
firms (two each); the pairs of reports emanating from
the same sources were Numbers 1 and 2; 4 and 5, and
9 and 10.
In addition to those firms giving depreciation rates
for all depreciable assets (tabulated above), five firms
gave specific rates of depreciation or asset lives for
some enumerated depreciable assets but not for all of
them. Two of these five firms stated that certain .assets
were depreciated, over “various” terms while giving
specific rates for others. Three firms gave specific de
preciation rates for one asset and were silent concern
ing others. One firm gave some depreciation data for
two of its clients but since only outlines of their re
ports were furnished the details are not set forth here.
Reports which did not disclose any data as to lives
of depreciable assets often were not wholly silent on
the matter of depreciation. In the reports studied it was
fairly common practice to state that depreciation was
computed on the same basis as in previous periods,
that rates were deemed to be adequate, that rates
used were approved by the Treasury Department, that
the straight-line or some other method was employed,
etc. While most reports dealt with depreciation in the
comments section or in a schedule setting forth fixed
assets and depreciation reserve balances, a few handled
the subject in notes accompanying the principal finan
cial statements. Section II of this booklet presents a
fixed assets schedule encountered in identical form in
a large number of the fifty-two reports.

-------------- WHERE AND HOW DEPRECIATION RATES INDICATED___________________________________________________________

Report
No.

No. of
Specific
Assets or
Classes
for Which
Rates Given

How Many
Rates Ex
pressed as
Ranges
(e.g., 4-6
Yrs.)

How Rates Were Shown

Location

Comments

Schedule
of Fixed
Assets

1

4

4

X

2

5

3
4
5
6
7

10
27
19
6
11

2
1
4
0
5
1

X
X
X
X
X

As
Per
cents

X
X
X
X

X

(9 of 11)

8
9
10
11
12
13

4
25
30
4
4
4

0
0
0
0
0
1

X
X
X

X

X

X

X

(2of 11)

X

X

X
X

Years
Remain
ing
Life

X

X

X

Years
Total
Life

X
X
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Comment on Taxes Subject to Review
Comment on taxes subject to review by tax admin
istration authorities was found in a majority of the
reports in which such remarks would be appropriate.
A tabulation of practice on this point follows:
No. of No. of
Reports Firms
Taxes subject to review indicated
26
20
6
Reports in which inappropriate to mention
6
No mention of taxes subject to review
16
19
Not determinable
1
1
4329

52

The second item above, “Reports in which inappro
priate to mention,” includes cases where the enterprise
was not subject to tax, where it had a long record of
losses, etc. While mention of taxes subject to review
was generally covered in the comments section of re
ports, in at least six reports prepared by five different
firms the matter was covered by a footnote or by
separate notes to financial statements. Discussion of
language used in disclosure of taxes subject to review
is included in Section II of this booklet.

Liability Certificates Obtained from
Client's Officers
Mention of certificates as to liabilities obtained from
officers of the client appeared in ten reports. Thirtyfour reports contained no such mention; in the case
of eight other reports (outlines) it was not possible to
determine whether such certificates were obtained and
mentioned. Tabulated below is overall practice on this
score:
Opinion Reports Non-opinion Reports
No. of No. of
No. of No. of
Reports Firms
Reports Firms
With mention of
liability certificate
Without mention of
liability certificate
Not determinable

7

6

3

3

30
6

26
3

4
2

4
1

9

830

•——

43

3530

One report, while it made no mention of a liability
certificate, contained the following statement: “The
company’s treasurer has no knowledge of any contin
gent liabilities at March 31, 1949.” Excerpts from
reports in which mention of liability certificates ap
peared will be found in Section II of this booklet.

Examination of Current Liabilities
In forty-three reports it was possible to ascertain
whether or not auditors mentioned confirmation of
29 Total exceeds thirty-nine because some firms mentioned taxes
where appropriate to do so and did not, of course, mention them
where inappropriate. There were also some inconsistencies in firm
practices.
30 Firm totals exceed thirty-nine because four firms engaged in
multiple practices.

current liabilities by correspondence with creditors. In
eight reports (prepared by seven firms) the auditor
specifically mentioned direct correspondence with trade
account creditors in support of the liability balance
shown. Two reports in which there was no mention of
confirmation of accounts payable balances by corre
spondence contained mention of correspondence with
banks relative to loans payable. In another report there
was mention that the bank was contacted but that ven
dors were not. In two reports there was specific men
tion that creditors were not contacted and in a third
there was a statement that terms of the engagement
precluded such contact.
In four reports there was specific mention of check
ing vendors’ balances against invoices and statements,
but it was not indicated that these were obtained by the
auditors from the creditors. In one of the four cases
the statements were said to be those received by the
client and in the others this may well have been the
case.
In two reports there was mention that payments after
the close of the period audited, but prior to close of
the engagement, were relied upon in examining liability
balances. In two other reports it was mentioned that
clients consistently took discounts offered for prompt
payment. This could be an inference that payments
made prior to completion of the engagement were in
part relied upon in the examination of accounts payable.

Disclosures as to Long-Term Liabilities
In twenty-four of forty-three cases where adequate
information was available, clients owed long-term lia
bilities. Evidently in at least thirteen cases these were
incurred under agreements with many and complex
features for there was detailed description of debt in
denture provisions. Examples of what auditors set forth
in this regard are given in Section II.
Maturity dates of long-term liabilities were given in
twenty-one of the twenty-four cases. Collateral was
specified twelve times, though this figure is less mean
ingful because in at least two cases the long-term
liabilities were unsecured and this may have been the
case in other instances.

Organization and History Section
Seventeen reports issued by thirteen accounting firms
contained a section on organization and history of the
client. Such sections were captioned with a variety of
titles such as “History,” “Organization and History,”
“Incorporation and Capitalization,” etc. They frequently
contained data set forth under discussions of capital
or net worth in other reports.
Contents of the organization and history section of
the seventeen reports are set forth in the following
frequency tabulation:
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Specific Item in History Section

No. of No. of
Reports Firms

Date and state of incorporation
Description of stocks issued31
Description of major business activity
Names of officers (and directors, lessoften)
Major capital stock changes sinceincorporation
Amendments to charter
Places where business operates
Term of charter
Location of home office
Date of annual meeting

17
12
11
8
6
6
5
5
3
3

13
10
9
5
5
5
5
3
3
1

In addition to the items tabulated above, a number
of miscellaneous factors were mentioned by a few
auditors in sections dealing with history. These in
cluded the following: “Authorized change in name of
company from XY Confections Corp. to XY Ice Cream
Co.,” “The original AB Corp. was dissolved in 19XX
and a new charter was obtained from the state of
Ohio.” Other factors similarly mentioned were reorgan
izations, stock held to meet warrant redemptions,
change of company’s fiscal year, brief history of volume
of business, early difficulties experienced, name of the
company’s stock transfer agents, and name of the ex
change on which its stock was listed.
It should be borne in mind that numerous reports
deal with capital structure under separate captions in
the comments section. What is discussed above is the
inclusion of data concerning capital stock, capital struc
ture changes, etc., in a section devoted to or captioned
as “History.”
Obviously some of the factors are not common to
all of the companies reported upon and could not recur
as frequently as “Date and state of incorporation.” It
is also evident that the contents of a report pertaining
to history and organization depend in part on the pur
poses for which the report was prepared and the
prospective audience to make use of it.

Cash Audit Procedures
Some mention of cash audit procedures employed
appeared in twenty-two of the fifty-two reports. In the
case of eight of the remaining thirty reports it was not
possible to determine whether such mention appeared;
in at least four of these thirty the engagements did not
involve regular audits.
In most of these twenty-two reports (prepared by
eighteen of the thirty-nine firms) three principal ele
ments were noted in the discussion of cash audit
procedures. These were: (1) correspondence with
depositaries to obtain confirmation of balances, (2)
reconciliation of bank statement, (3) count of cash on
hand. Additional procedures were reported in some
cases but these were the exception rather than the rule.
Confirmation of bank balances by the depositary was
31 In two reports similar information was also given in a section
dealing with capital, and in one report the capital section referred
readers to the history section.
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mentioned in nineteen reports. Specific mention of
bank reconciliation was also made in nineteen reports,
though not in the same nineteen. Mention of bash
count was found in twenty-one reports. In seventeen
reports all three factors were noted. Several reports
which contained brief discussion of cash did not men
tion audit procedures employed in conjunction with it.
There was not always a part of the comments section
devoted separately to cash; cash audit procedures were
sometimes mentioned in paragraphs dealing with audit
procedures generally.. Excerpts from reports in which
additional procedures were employed appear in Sec
tion II.

Receivables Aging and Reserve
for Bad Debts
Classification of accounts receivable into age groups
in schedule form is a feature of a majority of the
reports included in the survey. The table below sets
forth practice in this matter:
No. of
Reports
Schedule of receivables
classed by age groups
No schedule 32
Not determinable

34
13
5
52

No. of
Firms
28
13
2
4333

Twenty-nine of the reports and outlines (with sup
plementary data) provide the basis for further analyses
of the schedules. The statistics which follow relate to
these twenty-nine reports in which the age of accounts
receivable was tabulated.
The breakdown of receivables in an aging schedule
is, of course, governed largely by the credit terms of
fered. Although a considerable diversity of credit terms
is to be found among the clients reported upon, it is
probably revealing to consider the number of classes
or age groups of breakdown provided in the aging
schedules. A report which classed receivable balances
as “Not due,” “1-30 days past due,” “31-60 days past
due,” and “Over 60 days past due,” would be tabu
lated as broken into four classes in the table which
follows:
No. of
Reports
Broken
Broken
Broken
Broken
Broken
Broken

into
into
into
into
into
into

three classes
four classes
five classes
six classes
seven classes
eight or more classes

6,
8
10
1

2
2
29

The percentage relationship of amounts of each class
or age group to total receivable balances aged was set
32 In at least two reports the receivables were so immaterial that
a schedule analyzing them would have been inappropriate.
33 Total exceeds thirty-nine because four firms supplying two or
more reports classed in two of above categories.
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forth in eleven reports and did not appear in the eight
een others which incorporated aging schedules. The
schedules were sometimes subdivided so that receivables
arising from operations of various divisions of the
business (such as home office and branches) were set
out in separate columns. This practice was followed
in four reports. In three other reports some other break
down (such as classes of customers) was given.
The aging schedule showed comparisons with the
end of a preceding period in seven of the twenty-nine
reports. In one case when no such comparison was
made a sentence in the text accomplished a nearly
equivalent result. One report marked the close of the
client’s first fiscal year so no comparison was possible.
Collection experience subsequent to the close of
the audit period and prior to the completion of the
was mentioned in eleven of the twenty-nine reports.
Examples of aging schedules taken from the reports
appear in Section II of this booklet.
Closely associated with receivable aging is the allow
ance for uncollectible or doubtful accounts. Such an
allowance (often called Reserve for Bad Debts) appears
in twenty-six reports; it definitely did not appear in
sixteen; in ten cases we could not determine whether
or not there was an allowance. In fourteen of the
twenty-six reports where it was encountered the auditor
commented on its adequacy; thus in twelve reports no
specific opinion of adequacy was ventured though
nine of the twelve reports embodied the usual opinion
phraseology that the statements “present fairly the
financial position” of the enterprise.
Among the sixteen reports where no allowance for
uncollectible accounts was found, in two the receivables
were immaterial, and in three others some comment
as to collectibility of receivables was found. These com
ments are reproduced in Section II of this booklet.
A summary history of the allowance for doubtful
accounts appeared in eight of the twenty-six reports
reflecting such provision. In all but one case this his
tory gave the initial balance, additions for the period,
write-offs of bad accounts during the period, and end
ing balance. In the one exception a five-year history
of the reserve appeared. Three reports listed the specific
customers’ accounts charged off during the period.

Discussion of Confirmation of Receivables
Practice in the mention or discussion of confirmation
of receivables is summarized in the table below:
No. of
Reports
Mention or discussion of
confirmation
29
No mention or discussion
13
Mention or discussion inappropriate
5
Not determinable
5
52

No. of
Firms
25

10
5
3
4334

The reporting on the results of the confirmation
procedure was handled in a variety of ways. The range
was from a sentence such as “[We] made test checks
of the accuracy of the accounts receivable records by
direct confirmation with the customers,” to an elab
orate schedule occupying about a full page. Detailed
statistics of the results of confirmation efforts are pre
sented in nine of the twenty-nine reports. Section II
contains excerpts from the reports which show both
typical and unique practice.

Examination of Inventory
Procedures followed in examining inventories were
discussed in many of the reports. Statistics on this
point are set forth in the table which follows:

Discussion of inventory audit
procedures
No discussion
Discussion inappropriate
Not determinable

No. of
Reports

No. of
Firms

32

28

10
8
2
52

8
8
2
4635

The cases in which discussion of inventory audit
procedures was inappropriate include those in which
the client had no inventory, where terms of the en
gagement precluded examination of inventory, etc.
Twenty-six reports tell something of what the clients
did in taking of inventory, commenting on such mat
ters as clients’ test counts where perpetual inventories
were maintained, control of standard costs, job orders,
etc. Nine reports mentioned written representations
obtained from clients certifying the content and value
of the inventory. Twenty-eight reports stated that the
auditor was present at the regular inventory taking or
made physical tests of inventory quantities or both.
Twenty-five reports mentioned testing computations,
extensions, and footings. Eleven reports made positive
mention that the auditor had satisfied himself as to
prices used in arriving at inventory value; additional
reports implied that this was done. Some of the lan
guage used to report inventory verification procedures
is reproduced in Section II.

Signature
Manual signature of the individual accountant’s name
or the firm name over the typewritten words “Certified
Public Accountant(s)” was the most popular method
of signing the reports. In the table which follows,
capital letters indicate material which was typewritten
while lower case letters indicate manual signatures.
Practice in signing reports is summarized in the follow
ing tabulation:
34 Total is in excess of thirty-nine because four firms submitted
two or more reports classed under different captions above.
35 Total exceeds thirty-nine because several firms which supplied
two or more reports are classed under two or more captions.
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No. of
Reports

No. of
Firms

20
16

13

2

2

Firm (or practitioner’s) Name
Certified Public Accountant(s)

Firm Name (nothing else)

16

Firm (or Practitioner’s) Name

John Doe
Certified Public Accountant

1

1

1

1

1

1

Partner

Firm Name
Certified Public Accountants
By John Doe

CPA
Firm Name
By John Doe
Certified Public Accountant

John Doe
John Doe
Certified Public Accountant
(State)36*
No signature

Not determinable

1
9
52

1
4
4037

Closing Over Signature
A substantial majority of the firms used some com
plimentary close before their signature in concluding
the comments section of their reports. Practice in this
matter is indicated in the following tabulation:
Closing
Respectfully submitted
Signature only
Yours very truly
Yours truly
Very truly yours
Yours respectfully
No closing, no signature
Not determinable

the seal bore the firm name, location, and a descriptive
designation such as “Certified Public Accountants.”
In a fourth case the seal bore the firm name and the
words “Certified Public Accountants” and “This is
an official report.”

Restrictions Printed on Stationery

Firm Name

John Doe c.p.a.
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No. of
Reports
17
10
7
4
3
1
1
9
52

No. of
Firms
15
7
6
3
3
1
1
4
40 38

Accountant's Seal
Four firms are known to have used impression seals.
There may have been a few others among the firms
which supplied incomplete reports. The four firms
which used seals employed them in the following man
ner: two simply embossed the report stationery, an
other embossed the stationery at a place where a gold
seal had been affixed, still another embossed the sta
tionery over a gold seal and ribbon binding the report.
In all cases the seal was impressed on the sheet on
which the signature appeared, and in three instances
36 In that this report was on “name” paper, it involved a viola
tion of Statement on Auditing Procedure No. 23; see also pp. 18-20
of Codification of Statements on Auditing Procedure.
Total exceeds thirty-nine because practice of one firm reflected
under two captions.
38 Total exceeds thirty-nine because practice of one firm reflected
under two captions.

Three reports included printed restrictions as to the
use of their contents. In two of these the restriction
appeared on the auditor’s letterhead; in one, all sheets
other than the letterhead bore the restriction.
Those appearing on the letterhead stationery read
as follows:
1. “This report or certificate is delivered to client
with the specific reservation that any advertisement or
publication thereof, either in full or in part shall be
in form approved by us. As a preventive against fraud,
your attention is. directed to the fact that all sheets in
this report, when delivered, bore our watermark.”
2. “Permission to publish excerpts from this report
or references thereto, with mention of our name, is
withheld until the form and substance of such excerpts
or references are approved by us.”
In the report in which all sheets other than the letter
head bore the restriction the following language was
used:
“The attached schedules are compiled and delivered
with the express understanding that no excerpt is to
be made therefrom without written consent; that such
excerpts are subject to any qualifications contained
in the certificate and comments included in the original
report.”
In all three cases the wording quoted appeared in
small type across the bottom of the page.

Typing PracticeCapitalization and Underscoring
Most of the reports employed captions or section
headings in the textual comments. Majority practice
was to type these in capitals and to underscore them,
although in a number of reports combinations of capital
and lower-case letters appeared. Captions over sections
dealing with broad subjects such as BALANCE-SHEET
COMMENTS sometimes appeared in the center of
pages while headings over more specific subject dis
cussions (such as Accounts Receivable) appeared at
the left margin.
Throughout this section dealing with typing practice,
the terms “upper and lower case” and “lower case”
will be used as follows: (a) “upper and lower case”
indicates that the first letter of each principal word in
a given caption or title was capitalized while other
letters were not; (b) “lower case” indicates that in
multi-word titles or captions only the first letter was
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capitalized. Those items described as “in capitals” or
as “capitalized” are understood to be in capital letters
exclusively.
The statistics which follow in this section relate to
forty-two reports submitted by thirty-five firms. Prac
tice in typing of textual captions or section headings
was as follows:
No. of
Reports
All captions in capitals, underscored
21
Some captions in capitals, others in upper
and lower case, all underscored
5
No captions in text
5
All captions in upper and lower case, under
scored
3
Some captions in capitals, not underscored;
others in lower case, underscored
2
All captions in capitals, nounderscoring
2
Some captions in capitals, others in lower
case, all underscored
1
All captions in capitals, underscored; some
with added wording such as “reserve
for...” in lower case
1
Some captions in upper and lower case,
others in lower case, all underscored
1
Some captions in capitals, others in upper
and lower case, others in lower case, all
underscored
1
42

No. of
Firms
17
5
5

2

2
2
1

1
1
1
3739

Where account titles appeared in sentences in the
textual comments sections of the reports lower case
letters were generally used. Practice in dealing with
account titles is set forth in the following tabulation:
No. of
Reports
Account titles in lower-case letters (no capi
tals unless at start of a sentence)
36
Account titles in upper and lower case
3
Account titles in lower case, underscored
1
No account titles in text
2
42

No. of
Firms
31
3
1
2
3739

Practice in capitalization and underscoring of several
elements of principal financial statements and support
ing schedules is set forth for a like number of firms
and reports in the several tables which follow.
The client’s name in the heading of such statements
and schedules usually appeared in capital, letters. Over
all practice in typing of this element of principal state
ments is revealed in the following table:
No. of
Reports
21
Capitalized and underscored
Capitalized, not underscored
12
Upper and lower case, not underscored
3
Upper and lower case, underscored
1
Client’s name not on principal statements
3
No principal statements (supplementary re
port)
1
Not determinable (client’s name cut out)
1
42

No. of
Firms
18
10
2
1
3
1
1
3640

39 Totals exceed thirty-five because two firms followed two
different practices.
40 Total exceeds thirty-five because one firm followed two
different practices.

In a relatively few instances the client’s name ap
peared on the principal balance sheet but not on the
principal income statement; in these cases, practice as
to the balance sheet is reflected in the above tabulation.
The title of principal statements and schedules was
most commonly capitalized and underscored. Typo
graphical style as to the title of principal statements is
revealed in the tabulation below:

Capitalized and underscored
Capitalized, not underscored
Upper and lower case, underscored
Upper and lower case, not underscored
No principal statements (supplementary report)

No. of
Reports
21
10
6
4
1
42

No. of
Firms
18
9
5
3

1
3640

Attention is now turned to the typographical treat
ment of the date—third principal element of statement
headings. The first letter of months was, of course,
capitalized. Variation was possible as to remaining
letters and as to such phraseology as “for the year
ended” in the case of income and surplus statements.
In the tabulation which follows, if the first letter of
principal words in this type of wording was capitalized
while other letters were not, a report is indicated as
employing upper and lower case type style. Overall
treatment of dates in the headings of principal state
ments in the forty-two reports is presented in the tabu
lation which appears below.

Upper and lower case, underscored
Upper and lower case, not underscored
Capitalized, underscored
Capitalized, not underscored
Lower case, underscored
Lower case, not underscored
Special treatment (discussed below)
No principal statement (supplementary report)

No. of
Reports
12
4
9
6
3
4
3

No. of
Firms
10
3
8
5
3
3
3

1
42

1
3640

Three reports captioned above under “Special treat
ment” warrant brief descriptive explanation. In one,
the balance-sheet heading was fairly conventional (the
date was “December 31,1949”) while the income state
ment heading consisted solely of the words “statement
of income and expense” in capitals and underscored.
In a second instance, the principal balance sheet was
in comparative form, the date was the same as in the
previous case and underscored, and the words “with
1948 amounts for comparison” were appended in
parentheses. The only dates on the income statement
appeared over the two money columns as “1949” and
“1948”. In the third instance, the balance-sheet date
was identical to that of the first report discussed here
while the statement of income and earned surplus
omitted the client’s name and the date was set forth
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as “since January 1, 1936, for the year elided Decem
ber 31, 1949.”
Principal balance sheet headings for “assets” and
“liabilities” were most commonly capitalized and under
scored. Practice in typing such headings is revealed by
the following tabulation:
No. of
Reports
31
4
2

Capitalized and underscored
Capitalized, not underscored
Lower case, underscored
Upper and lower case, underscored (e.
“Liabilities, Reserves, and Capital”)
1
No headings
3
No principal balance sheet (supplementary
report)
1
42

No. of
Firms
25
4
1
1
3

1
35

Intermediate captions on principal statements such
as “current assets” and analogous income statement
captions such as “selling expenses” (for which the
same typing style was usually employed) were capital
ized in a majority of the reports. The tabulation which
appears below sets forth overall practice in typing style
employed for these captions.
Capitalized and underscored
Capitalized, not underscored
Upper and lower case, underscored (e.g.,
“Current Assets”)
Upper and lower case, not underscored
Lower case, underscored (e.g., “Fixed lia
bilities”)
Lower case, not underscored
No principal statements (supplementary re
port)

No. of
Reports
12
10

No. of
Firms
10
9

10
3

7
3

1
5

1
4

1
42

1
35

Account titles, except for the first letter of the first
word, appeared in lower case in the principal state
ments of a majority of reports. However, the practice
of capitalizing the first letter of principal words of
account titles was also fairly popular. The tabulation
which appears below presents overall practice.
No. of
Reports
25
15
1

Lower case
Upper and lower case
Combination ofboth of above styles
No principal statements (supplementary re
port)
1
42

No. of
Firms
23
12
1

1
3741

Characteristics of a Typical or
Composite Report
A report which embodied the most frequently used
features of the long-form reports included in this study
and which generally followed the sequence employed in
them would have the following characteristics:
Cover
Heavy brown paper with the firm name and address
41 Total exceeds thirty-five because two firms followed two
different practices.

29

and “Certified Public Accountants” printed on it. The
client’s name (and city, perhaps) typewritten on the
cover together with the words “Audit Report.”
Paper
Firm name on letterhead only; other sheets plain
paper, 8½ x 11 inches. About 19 sheets in all, four
or five of which would be larger and folded to 8½ x 11
inches. All pages numbered.

Index
Contents of the report set forth ahead of all other
material.
Address and Salutation
Addressed to board of directors, client corporation.
Salutation: Gentlemen.
Opinion
Scope and opinion paragraphs employing language
identical with or similar to that recommended by Insti
tute’s committee on auditing procedure preceding all
other textual material. If captioned or itemized in the
index the words “Opinion” or “Certificate” would
probably be employed.

Text42
Operations discussed first; condensed and compara
tive income statements for the current and preceding
years included here. Amounts of increase or decrease
shown in a single column with decreases enclosed in
parentheses. An additional column presenting the fig
ures on a one-hundred per cent basis with net sales
assigned value of one hundred.
Balance-sheet items considered next. Not all of them
mentioned, but those which were discussed taken up
in sequence in which they appear on the principal bal
ance sheet of the report.

Condensed, comparative balance sheets included
here, perhaps to introduce the discussion. Amounts
of increase or decrease shown in a single column with
decreases enclosed in parentheses.

Results of confirmation of receivables discussed
briefly using language somewhat like this; “Statements
of their accounts were mailed by us to the customers
with requests that we be advised of any differences. A
few of the replies received indicated differences of
small amounts which we found to be in the process of
adjustment.”
An aging schedule setting out receivable balances
in five age groups. Possibly comment made on ade
quacy of allowance for uncollectible accounts.
42 Greatest variation as to content and sequence would occur
here. The composite report would not be unlike a considerable
number of the fifty-two included in the study if some of these
elements were omitted or included in sections devoted to state
ments and schedules.
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Procedures followed by client in taking and auditor
in examining inventory described briefly.

Any unusual changes in fixed assets noted. Deprecia
tion methods described briefly. If no schedule showing
changes in fixed asset and depreciation balances for
period included in statements and schedules section,
likely included here.
Unusual changes in current liabilities discussed. Fed
eral (and possibly state) tax returns subject to review
indicated. Other contingent liabilities, if material, men
tioned.

details regarding sales or purchases of fixed assets
involving material amounts.
4. Dividends declared during period covered by audit.
5. Analytical devices such as current ratio, inventory
turnover, and book value per share.

Signature
Respectfully submitted
John Auditor and Co.
Certified Public Accountants.

Liability and casualty insurance coverage discussed
briefly. Amounts of coverage indicated.

Principal Statements
Exhibit A “Balance Sheet.”
Assets on left side, liabilities and capital On right.
Likely supported by a few notes or footnotes dealing
with such matters as contingent liabilities, more detail
of various assets or liabilities.
Exhibit B “Statement of Operations.”
Multiple-step form with gross and other intermediate
profits indicated before net income figure given.
Exhibit C “Statement of Surplus.”

Other contents of the comments section which would
not be unusual include:
1. Organization and History section in which date and
state of incorporation, brief description of principal
business activity, and capital stock structure set
forth. In event no such section included, probably
the stock data would appear elsewhere in com
ments.
2. Schedule showing working capital changes support
ing funds' statement.
•3. Details of involved or extraordinary matters such
as debts carrying detailed provisions relating to
working capital ratios or payment of dividends,

Supporting Schedules
Identified as Schedules 1, 2, 3, etc.
Considerable variation here depending on whether
business is manufacturing or non-manufacturing, detail
or lack of it in various principal statements, etc. Sepa
rate schedules of selling expense and general expense
quite likely. If business involves manufacturing likely
to include a schedule of cost of goods manufactured
and sold. Schedule showing changes in fixed asset and
related reserve balances during period quite likely if
not included in comments section. This latter item
more likely among statements and schedules than else
where in the report.

Funds statement included in comments section.
“Funds Provided” given first. From this amount “Funds
Applied” subtracted to leave “Increase in Working
Capital.”

SECTION II

Selected Excerpts from Long-Form Reports
reproduced in this section are taken from
reports analyzed in Section I. They are cited here, for the most part, as illustrations of the
treatment accorded to typical situations. However, some of the examples reflect unusual treat
ments or the handling of less commonplace matters. These excerpts are not to be construed as
models, but as possible guides to analysis of problems encountered in individual cases. It should
be noted that, with rare exception, the examples presented here are not taken from the com
plete reports reproduced in Section III. Occasional reference is made in this section to parts of
the complete reports in Section III.
he schedules, tabulations, and comments

T

Aging of Receivables

A method of showing the age of receivables appears in this excerpt taken from a report in
which figures have been rounded off:

Trade accounts receivable are summarized as to age as follows
$490,000
Current
1,000
30-60 days
500
Over 60 days
$491,500
5,500
Credit Balances
$488,000
3,000
Doubtful accounts
$491,000
The above amount of $491,000 was substantially all collected in
cash during the first quarter of 1950. Doubtful accounts comprised
two accounts so classified at December 31, 1948 with balances of
$2,500 unchanged during the year and two others transferred to
doubtful accounts in 1949.

Amounts deducted from trade receivables were $28,500 for
doubtful accounts and $8,500 for discounts. The latter was adjusted
at the end of the year to provide for discounts allowable at 2%.
The provision for doubtful accounts was increased during the year
by $5,500, representing l/10th of 1% of net sales of (finished
product), including sales by (the Company) to its wholly-owned
subsidiary, -------------------------------- •
31

32

Long-Form Report Practice

One presentation of the analysis of balances due from customers and of related post-audit
collection experience, taken from another report in which figures are rounded off and in which
commas and periods are omitted from amounts,1 is quoted below:

There is set forth below an analysis of balances due from customers
at December 31, 1949, together with a summary of collections made
thereon to January 27, 1950:
Collections to
Billing Date
Amount
January 27, 1950
1949, December
$ 93 500 00
$ 68 700 00
November
14 300 00
8 500 00
October
8 700 00
3 400 00
September
2 500 00
1 500 00
Prior to September 1st
1 000 00
450 00
$120 000 00
$ 82 550 00

The terms of sale to customers during the year were net 30 days.
An analysis of the account for estimated doubtful accounts is set
forth below:

Balance, January 1, 1949
Add, Estimate for doubtful accounts during
1949 at one-quarter of one per cent. (¼%)
of net sales for the year
Less, Uncollectible accounts charged off
during year
Balance, December 31, 1949

$7 000 00
2 000 00
9 000 00

1 500 00
$7 500 00

A tabulation which is both comparative and which expresses each age grouping as a per
centage of total receivables is taken from another report. It is followed by data on post-audit col
lection experience.
An aging of the trade accounts receivable as at September 30, 1949,
was prepared and a summary thereof, together with comparative figures
as of September 30, 1948, follows:
September 30, 1949
September 30, 1948
Percent
Amount
Amount
Percent
Billings in:
90.02%
August and September
$246,761.01
$281,244.09
92.20%
22,057.97
8.05
April to July
23,265.10
7.63
5,295.02
1.93
Prior to April 1
531.73
.17
274,114.00 100.00%
305,040.92 100.00%
•
Less — Reserve for
9,243.13
sales allowances
11,286.68
$264,870.87
Total
$293,754.24
1Commas and periods were omitted from money amounts to varying extents in reports prepared by six firms. Two firms did not use
commas or periods in any money amounts in their reports. Three firms omitted commas and periods from amounts in statements,
schedules, and tabulations, but where amounts appeared in a sentence, periods and commas were used. One firm used periods but not
commas in statements and schedules, but used both where amounts appeared as parts of sentences. In a few of the specimens supplied
to us, amounts were rounded off so that no cents appeared; in such cases periods were not used in connection with amounts; however,
commas were used in these instances.
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Cash collections during the period October 1, 1949, to October 20,
1949, as applied to trade accounts receivable at September 30, 1949,
are as follows:
Cash
Collections
Billings in:
August and September, 1949
$182,269.71
April to July, 1949
8,043.08
Total
$190,312.79
While not setting out aging information in schedule form, the following paragraph from
a report gives useful information to management in a concise fashion:
On a smaller scale, a rise in accounts receivable has increased the
amount of working capital needed. Net sales in December, 1946
($1,298,000) are up 2% over December, 1945 ($1,272,000), as increased
prices have more than offset reduced volume. However, receivables
are up 13%, since collections have lagged. Days' sales on the books,
computed on December business, have risen 11%, and the delinquency
ratio has climbed from 7% in December, 1945 to 11% in December, 1946.
Expressions Concerning Collectibility of Receivables
When No Provision for Bad Debts Made

As noted in Section I, three of the reports analyzed which did not include allowance for
accounts which might prove to be uncollectible contained expressions concerning collectibility
of the receivables. These are quoted below:
1. All accounts considered doubtful were charged off...
2. We reviewed the accounts with the Treasurer who expressed the
opinion that all the accounts were collectible.
3. The Company follows the practice of charging its worthless accounts
against current income and does not maintain a reserve for doubtful
accounts. The accounts shown herein are considered to be collectible.
Comments on Confirmation of Receivables

Typical language used in many of the reports to describe receivable confirmation efforts
is exemplified in this paragraph:
Confirmation requests were sent to all customers with balances
due for parts or services as of January 31, 1950. Subject to some
minor adjustments of a number of disputed accounts, it appears, from
the answers received, that the balances shown reflect the correct
amounts due from customers contacted by us.

One accounting firm indicated that it relied in part on indicated collections after the bal
ance-sheet date through the use of the following language:
A substantial percentage of the outstanding accounts and notes
receivable was confirmed by collection or by direct correspondence
with the individual debtors. The replies received indicated no
material differences.
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As noted in Section I, nine reports include full statistics of the results of confirmation ef
forts. Some of them contain commentary such as the following:
1. Requests for confirmation of balances as at September 30, 1949,
were mailed by us to 103 customers with balances aggregating
$198,835.55, [total receivables $274,114] the selection of the
accounts to be confirmed having been made by us. Replies were
received from 86 customers with balances totalling $167,274.94, and
no major differences were reported.
2. Requests for confirmation of accounts receivable as of December
31, 1949 were mailed to customers whose individual accounts showed an
indebtedness of $200 or more, and to a selected group of customers
whose accounts reflected balances of less than $200. This procedure
covered balances aggregating $59,720, or 71% of the total accounts
receivable. Replies were received in respect of balances totaling
$49,778, which is 83% of the amount for which confirmation was
requested and 59% of the total accounts receivable. No exceptions
were reported to us. With regard to the remainder of the customers
whose accounts showed balances of less than $200, we communicated
with them by mailing the company’s statements for the month of
December 1949 accompanied by a request that we be notified of any
exceptions. No exceptions were brought to our attention. Notes
receivable were confirmed by direct communication with the debtor or
by other accounting means.

A somewhat detailed tabular presentation of results of confirmation efforts, taken from a
report in which figures have been rounded off, is set forth below:
We requested from numerous customers confirmation of their accounts
at a date prior to the year end with the following results:

Requests for confirmation of balance:
Confirmed without exceptions
Replies received with minor exceptions
which were satisfactorily explained
No reply received
Requests to notify us if any inaccuracy
appeared on the company’s statement —
all presumed correct in absence of
reply:
Debit balances
Credit balances

Not circularized

Number

Amount

33

$400,000

5
2
40

120,000
20,000
$540,000

36
9
85
117
202

50,000
(21,000)
$569,000
60,000
$629,000

Discussion of Cash Audit Procedures

Mention of three procedures—confirmation of balances by direct contact with depositary,
reconciliation, and cash count—was fairly common in the reports analyzed. Detailed statistics
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appear in Section I. In a few reports additional procedures were mentioned. Excerpts from
most of these appear below:
1. The cash in banks at September 30, 1949, was, confirmed by direct
communication with the depositaries and reconciliation of the
balances reported by them with the company’s accounts. We made test
checks of the cash transactions for certain periods which we selected,
examining and comparing cancelled checks With the cash disbursements
records and tracing recorded cash receipts to bank deposits. We
counted the cash on hand at the close of business September 30, 1949.
This paragraph followed a schedule setting forth composition of cash and appeared in the
commentary section of the report.
2.
Cash on hand was verified by count on December 31, 1948. Cash on
deposit in banks was verified by direct correspondence with the
depositaries and by reconciliation of the amounts confirmed to the
amounts as shown by the records of the company. For purposes of
additional verification, we obtained bank statements from the banks
at a date subsequent to the audit date and examined cash transactions
as recorded- on the company’s books and on the bank statements for
the period covered.

3.
The cash receipts for the year as shown by the cash book were
checked with the deposits as shown by the monthly statements received
from the bank. The cancelled checks returned by the bank were com
pared with the. entries in the cash disbursements book. The cash
balance at March 31, 1949 was reconciled with the balances shown by
the bank statement and saving account pass book, which amounts were
further confirmed by direct communication with the bank. Cash on
hand, including the petty cash fund, was counted on April 1, 1949.
4. A report in which accounts for a parent and subsidiary were set forth separately and
on a consolidated basis provided, in the comments, a three column tabulation setting forth
cash composition. This was followed by the paragraph quoted below:
We obtained certificates from the banks confirming deposit balances
• at December 31, 1949 and checked the Companies’ reconciliations of
these balances with the book balances by an inspection of bank
statements and canceled checks for the seven days subsequent to
December 31, 1949. During the latter part of 1949 we made independent
reconciliations of the balances per the bank statements with the
book balances of all cash accounts. Undeposited funds in the amount
of $4,800 were traced to deposits shown in the January bank state
ments. We counted the imprest petty cash fund at the head office
during the course of our examination and obtained certificates from
the custodians of all other cash funds confirming the amount for
which each was responsible.
5; Bank balances at December 31, 1949 were reconciled with certifi
cates received directly from the depositaries. The imprest petty cash
fund at -------------- was counted during the course of our examination
and we obtained letters from custodians of branch office as well as
head office petty cash funds regarding the year-end composition
thereof.
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Tie examined all paid checks returned by the banks covering dis
bursements (other than payroll) for four non consecutive months
selected by us. Recorded receipts and disbursements were reconciled
with deposits and charges shown by the bank statements for these
periods. We examined invoices supporting all disbursements for two
months and the larger disbursements for the remaining two months.
Such invoices were compared with the cash disbursements records and
were substantially tested to purchase orders and receiving tickets.
Petty cash vouchers for the four months were also examined. For one
week in each of the four months we tested the cash receipts detail by
tracing the credits to customers' or other accounts and to copies of
deposit tickets certified to us by the banks. Footings of the cash
books and of the head office petty cash records for the four months
were verified.

Payroll checks and supporting records for one month were subjected
to various tests and the bank account balances were reconciled as of
the end of that month and at the year-end.
Examination of inventory

A majority of the fifty-two reports included discussions of inventory audit procedures
followed by the auditors. Detailed statistics bearing on the matter appear in Section I.
Below is an example of typical language used to describe what the auditors had done in
connection with inventories:
Our representatives were present during the taking of the inven
tories and made numerous tests of the physical quantities of raw
material and finished stock which were later traced to the inventory
sheets prepared by the company’s employees. We made extensive tests
of the computations and footings of the inventory sheets produced to
us, and thus satisfied ourselves as to the arithmetical accuracy
thereof. The inventory was valued at cost or market basis whichever
was lower, and we satisfied ourselves, by substantial tests of the
inventory prices, that it had been accurately valued on that basis.
Goods in process which comprised about 8% of the total inventory
were valued at standard cost up to the last operation performed and
finished goods were valued at 115% of standard cost. We satisfied
ourselves that such valuations correspond closely with the manufac
tured cost thereof and were not more than realizable value if that
was less than cost.
The foregoing comment did not include mention of an inventory certificate. Here is how
another accountant covered this point:
Responsible officials of the Company confirmed to us in writing
that inventories were valued at the lower of cost or market; that
inactive, obsolete or unsalable materials have not been priced in
excess of their estimated scrap values, and that the liability for •
all items included in the inventories was recorded in the books of
account as at or prior to January 31, 1950.
The language used in another report reflects a typical situation and how it can be writ
ten up concisely.
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Inventories were based on physical inventories taken at the end of
the year. Our examination included the observation of the taking of
such inventories and other test checks in respect to quantities. We
have also tested the prices and computations and have received
certificates' from company officials as to quantity and condition.

A final quoted excerpt is from the report for a client using perpetual inventories:
Physical inventories were taken of finished goods and goods in
process by employees of the companies as of August 31, 1949, and the
perpetual inventory records adjusted thereto. It is the practice of
the companies to take physical inventories of some part of the raw
materials and supplies each month and to adjust the perpetual records
thereto. These inventories are so arranged that the entire inventory
included in these classifications is checked each year.
We reviewed the inventory records at certain locations and made
Selective test-counts of quantities of the most important items of
inventories of finished goods and work in process taken at August
31, 1949 and of the inventories of raw materials and supplies taken
at various times throughout the year. The quantity differences
between physical and book inventories at locations with respect to
which our tests were made were relatively small.
Our examination of the inventories included tests of prices and
computations to the extent we deemed appropriate and no material
exceptions were noted.
The inventories are valued at the lower of average cost or market.
Schedules of Fixed Assets and Reserves for Depreciation

About one half of the reports contained schedules of fixed assets and related valuation
reserves which were almost identical in columnar structure. In almost all instances such sched
ules appeared among the exhibits and schedules rather than in the commentary section.
Typical of these is the schedule reproduced from one such report. (See page 38.)

There are some variations in the form but the basic structure, as noted, was used in about
one half of the reports. Variations, when the form was used, included:
1. Omission of the column for estimated life or depreciation rate. (Over one half of
the reports with such schedules included the column.)

2. Division of the assets into major groups with a separate line for each asset. Usually
a total was struck when the grouping arrangement was used. (Most reports did not break the
assets into such groups.)
3. Omission of the net book value column (last column in the exhibit on page 38).
(Practice was fairly evenly divided.)

4. Columns or an appendage to the schedule showing the extent to which the figures /
included fully depreciated assets still in use. (Relatively few reports did this.)

A few other reports have fixed asset schedules which give somewhat similar information
but the schedules vary in form.

(Note #1)
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Inventory Turnover

One auditor set out inventory composition and turnover in great detail and on a compara
tive basis. The excerpt below is taken from the commentary section of his report:

The following tabulation shows a summary of an analysis of the
Inventories as at June 30, 1946 and June 30, 1947 as to activity:

June 30, 1946
Finished goods and work
in process
Raw materials
Purchased finished materials
Lumber
Steel
Iron and aluminum
Bolts, washers, screws
Bearings
Castings
Handles purchased
Rubber tires and bumpers
Gasoline engines

Coke
Factory Supplies

Months
required
to
liquidate

Cost of
consumption

Inventory

$775,948.02

$ 54,000.43

¾

7,844.42
30,610.73
45,784.29
6,288.47
11,537.71
9,335.89
3,754.69
18,106.86
54,575.02
49.00

2½
7½
8½
2½
5½
4¼
3
12½
4½
¼

737.64
6,145.65
$248,770.80

1¾
4¾

$ 36,498.41
48,627.82
64,766.57
30,741.31
25,455.39
26,884.39
14,829.09
17,521.28
147,579.03
3,241.61
$416,144.90
$ 5,330.89
$ 15,551.72

Similar data as of June 30, 1947 followed this tabulation.

How Qualifications of Opinion Were Expressed

Excerpts from four of the reports containing qualified opinions are set forth below.
1. Under the method of accounting established in line with the
practice of- other larger producers and consistently followed from
year to year by the company, net income has been taken into the
accounts and added to earned surplus without provision for depletion.
This practice is in accordance with accepted accounting principles
in the nonferrous metal mining industry. Since [date], at which time
the property first reached a production status; depletion has been
computed for federal income and estate franchise tax purposes on a
percentage of income basis. Federal income tax returns have been
examined through the year 1945. [State] franchise tax returns have
been examined through the year 1948.
In our opinion, subject to the fact that no provision has been
made for depletion as explained in the next preceding paragraph, the
accompanying balance sheet and related statement of income and
surplus, with notations thereon, present fairly the position of. . . .
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2. In our opinion, subject to all the foregoing comments, and to the
soundness of the management’s classification of slow moving inven
tories, the accompanying balance sheet and statements of profit and
loss and surplus present fairly the financial position of. . . .

3. Four matters which qualify to some extent the usual auditor’s
opinion set out in the next paragraph should be indicated:
1.

The sum of the balances of the individual patient’s accounts
were found not to be in agreement with the summary controlling
account in the hospital’s general ledger. A difference had
existed from July and August 1947, during which two months your
Treasurer was absent from work on account of sickness. The
major portion of the difference was accounted for during our
examination. An adjustment of $397.68, however, was required
to bring the controlling account balance up to the total of
the individual accounts as of March 31, 1948.

2.

Depreciation in the amount of $6,145.28, computed at 6% of
operating expenses of $102,421.39, has been recognized as an
expense in computing the hospital’s net loss for the year.
Under previous years’ practice, only $901.90 representing the
amount of current funds used to purchase equipment during the
year would have been recognized as an expense. The change in
practice to recognize depreciation is in line with accepted
hospital accounting practices and in line with the basis upon
which per-patient-day costs are computed and reported to the
State Health Department.

3.

The basis for determining accounts to be written off was
changed from that existing in prior years. In order to state
income from patients more realistically, all uncollected
charges over six months old at March 31, 1948, were, in the
absence of positive indications of collectibility, written off.
As a result of the adoption of this ”six-months” yardstick,
$8,923.39 of prior year accounts and $9,711.33 of current
year’s accounts were written off, and an additional $2,000 was
reserved against the accounts remaining on the books. Thus a
total of $20,634.72 was written off as compared with write-offs
of $8,832.97 as of March 31, 1947 and $5,926.84 as of March
31, 1946.

4.

In the statement of income and expense, the classification of
expenses was changed to conform with standard hospital prac
tices. These changes merely shifted expenses from one category
to another and did not of themselves affect the computation of
the hospital’s net loss for the year.

In my opinion, subject to the four exceptions listed above, the
accompanying balance sheet and statement of income and expense and
working capital present fairly the financial position of the
Hospital at March 31, 1948, and the results of its operations for
the fiscal year then ended, in conformity with generally accepted
principles of accounting applied on a basis consistent with that of
the preceding year.
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4. In our opinion, the accompanying balance sheet and statement of
income and earned surplus present fairly the financial position of
XYZ Company at December 31, 1949, and the results of its operations
for the year then ended, in conformity with generally accepted
accounting principles applied on a basis consistent, except as stated
in Note 1 to the financial statements, with that of the preceding
year.

Note 1 which appeared some 11 pages later read as follows:
1. Depreciation:
During the year 1949, the company adopted a policy effective
retroactively to the beginning of its year 1948, of providing for
accelerated depreciation on property additions completed in the
year 1947 and subsequent years, subject to the limitation that no
acceleration of depreciation is to be made in any year in which
the company’s rate of operations is seventy per cent or lower.
Pursuant to this policy, provision has been made for accelerated
depreciation in the amount of $729,336, of which $498,275 is
applicable to the year 1949 and $231,061 is applicable to the year
1948.

The amount of accelerated depreciation has not been deducted in
computing the provision for Federal taxes on income.
In addition to the. accelerated depreciation mentioned above, the
statement of income includes a provision of $1,210,617.10 for
normal depreciation.
Denial of Opinion

Whenever an accountant permits his name to be associated with financial statements he
should, if proper, express an opinion (unqualified or qualified) as to their fairness. If he can
not do this he is obliged to disclaim an opinion on the statements taken as a whole. One firm
supplying reports for this survey not only specifically denied an opinion with a full statement
of reasons therefor, but also disclosed the audit procedures in some detail, and clearly stated
the purposes for which the engagement was undertaken. This recital appeared in the report
ahead of principal statements and schedules which, in turn, preceded textual commentary and
analysis. The complete initial segment of the report read as follows:
------------------------------------ Company
________________________ , Iowa

Gentlemen:
In accordance with your request, we have made an examination of
the financial records of the___ COMPANY,___ , Iowa for the fiscal year
ended April 30, 1950. In conclusion of our examination, we submit as
our report the attached statements, together with explanatory
comments.
SCOPE OF EXAMINATION
The primary purpose of our examination was to furnish a report
for the use of management on the financial position of the Company
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at April 30, 1950, and the results of its operations for the year
then ended. A secondary purpose was the preparation of the Company’s
income tax returns.
Our examination was made in accordance with generally accepted
auditing standards, and accordingly included such tests of the
accounting records and such other auditing procedures as we con
sidered necessary in the circumstances, except that we did not
attempt to verify the physical existence of the inventories.
Cash on hand was counted. The bank balance was reconciled to the
amount confirmed by direct communication with the depository.
Accounts receivable were reviewed and requests for confirmation were
sent to a representative group of customers selected by us. Replies
received were in agreement with book balances or were satisfactorily
reconciled. We tested pricings, extensions and footings of the
inventories but made no attempt to verify physical quantities. The
computation of the prepaid expenses was checked and we inspected the
investments. All additions to fixed assets were vouched and found to
be properly classified as capital expenditures. We reviewed deprecia
tion rates and found them to be adequate and consistent with prior
years.
Accounts payable were reviewed and representative creditors
selected by us reported balances that were in agreement with or were
satisfactorily reconciled to book balances. The mortgage payable
and note payable were confirmed by direct communication with the note
holders. Estimated income taxes were computed by us and we tested
the computation of accrued liabilities. Capital stock shown as
outstanding on the balance sheet is in agreement with the stock
certificate books.
The vice-president of the Company certified to us that all known
liabilities were recorded on the books at April 30, 1950, and that
there were no known contingent liabilities other than a contract for
$13,800.00 with
Co. for the remodeling of the store
building, work on which began in May, 1950. Our examination revealed
no additional contingent liabilities. Income tax returns have been
examined by the Bureau of Internal Revenue through the year ended
April 30, 1946.

STATEMENT OF ACCOUNTANT’S RESPONSIBILITY
The scope of our engagement did not include the verification of
the physical existence of the inventories. Nothing came to our
attention during the examination which would indicate that the inven
tories were not correctly stated. However, in view of the materiality
of this asset, we are unable to express an independent accountant’s
opinion on the over-all representations contained in the attached
statements.
[Signature]
Comments on Taxes Subject to Review

In Section I it was noted that a majority of the reports mentioned taxes subject to re
view where it was appropriate to do so. Such mention generally appeared in the comments on
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current liabilities, though in at least six reports it was made in footnotes to the principal bal
ance sheet. Excerpts of the language used to cover the point are presented here.

A brief positive method of expression is typified by:
Federal income tax returns have been examined through the year 1945.
[State] franchise tax returns have been examined through the year
1948.

Slightly more elaborate is this example involving the same two taxing authorities:
The Bureau of Internal Revenue has examined Federal income tax
returns for the fiscal year ended October 31, 1947, and prior years.
No unsettled questions are known to exist in connection either with
Federal or [State] income tax returns for any years remaining open
for examination.
A third example follows:
The provision for Federal taxes on income is, in our opinion, a
reasonable estimate of the liability accrued, but is subject to
review by the U. S. Treasury Department, which has examined the tax
returns to and including the year ended December 31, 1944.

The preceding excerpts appeared in the comments section of the reports from which they were
taken.
The following footnote to the principal balance sheet of the report from which this ex
ample was taken covers a situation where the period audited was fifteen months:
The Company is contingently liable on unaudited Federal income tax
returns for the years 1947 and 1948. The income tax liability
reflected by the balance sheet does not include provision for
estimated taxes on earnings for the first quarter of 1949.
Situations in which loss carry-back provisions were, dealt with are reflected in two reports
from which the following excerpts are quoted:
1. FEDERAL INCOME AND EXCESS PROFITS TAXES FOR PRIOR
YEARS — $225,386.55

Hereunder are summarized the items making up the above
Provision for deficiencies of prior years’
Federal income and excess profits taxes:
Balance as at July 31, 1947
Add — Tentative refund received
account of claim for net loss
carryback and unused excess profits
credit — year ended July 31, 1947
$259,389.46
Less — Basis of recovery if relief
under Section 721 denied
'
195,868.07
Total
Deduct — Overpayment of 1943 taxes
(see preceding comments)
Net liability as at July 31, 1948

amount:
$1,583,878.19

63,521.39
$1,647,399.58

1,422.013.03
$ 225,386.55
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The Company has been negotiating for some time with the Commis
sioner of Internal Revenue for settlement of a claim for relief
under Section 721 of the Internal Revenue Code with respect to excess
profits tax liability for the fiscal years ended July 31, 1940 to
1945, inclusive. The Commissioner is now considering approval of the
adjustment of this claim for the years ended July 31, 1943 and prior
thereto according to a revised computation which will result in
relief of a smaller amount than was originally contemplated. The
Company has agreed to accept such compromise should it meet with the
Commissioner’s final approval.
Since the provision for Federal taxes as shown on the balance
sheet is for the entire amount due should all relief be denied, the
approval of the compromise and a similar redetermination of taxes
for the later years will result in a substantial credit to surplus.

No provision has been made for interest which may be due to or
from the Company upon final adjustment of prior years’ Federal income
and excess profits taxes.
2. The refund of federal income taxes arising from loss carry-back
provisions relates to 1947 taxes. In view of the 1948 loss, the fact
that all years prior to 1947 have been examined, and the substantial
excess of the 1949 loss over the 1947 taxable profit, the amount of
this refund does not appear to be subject to adjustment.
Certificate from Client's Officers Re: Liabilities

Ten reports of the fifty-two contained mention of certificates as to liabilities obtained
from officers of the client. Some of the language used in this connection is quoted below:
Responsible officers of the Company have certified to us that, to
the best of their knowledge and belief, all known liabilities of
the Company at July 31, 1948, have been correctly entered in the
accounting records and that on that date there were no contingent
liabilities or guaranties except those listed in Exhibit A-1.

An even more complete statement taken from another report read as follows:

The vice-president and secretary of the Corporation certified to
us that all known liabilities of the Corporation were recorded on
the books at March 31, 1950, and that there were no known contingent
liabilities. The Company’s attorney advised us that, to his
knowledge, there were no lawsuits, claims or other contingent
liabilities against a Corporation. Our examination revealed no contingent
liabilities. None of the income tax returns filed by the Company
since its incorporation on June 30, 1945, have been examined by the
Bureau of Internal Revenue.
It will be noted that this second quotation also refers to advice from the client’s attorney
to the effect that there were no lawsuits, claims or other contingent liabilities against the client.

A few reports included mention of the prospective outcome of pending or incomplete
litigation based on appraisal of the situation by the client’s legal counsel.

Selected Excerpts from Long-Form Reports

45

Significant Provisions in Long-term Debt Requirements

In thirteen reports where it could be determined that long-term liabilities existed, audi
tors described provisions of their incurrence at some length.2 Typical excerpts from some of
these follow:

1. (Balance-sheet footnote, and reference thereto on the income statement) :
Under provisions of the indenture relating to the 3% bonds
aggregate fixed annual sinking fund payments are required to be made
on February 1st of each year as follows:
1950 to
1953, $250,000; 1954 to 1958, $300,000;
1959 to
1963, $350,000; 1964 to 1968, $400,000;
1969 to
1973, $450,000; 1974 to 1978, $250,000.
Certain additional payments may be made at the option of the Company.
The indenture contains a provision which restricts the declaration
and payment of dividends (other than stock dividends) and prohibits
the purchase and retirement of any common capital stock if: (a) after
giving effect thereto, the consolidated net working capital of the
Company and its subsidiaries shall be less than $8,500,000 during
the five-year period ending January 31, 1953, and less than
$7,000,000 thereafter.
2. In another report the notes to financial statements read as follows:
In connection with its 4½% note payable, the company has agreed,
among other things, to the following:
(a) To pledge as security to the holder of the note, insurance
policies on the lives of its officers;
(b) To maintain a net working capital of $700,000.00 and to refrain
from paying dividends or purchasing its own stock if such payments
or purchases would reduce working capital below $800,000.00;
(c) To restrict other borrowings and to refrain from mortgaging
its fixed assets.
None of the terms of this agreement are known to be in default.
Contingent Assets

Accountants frequently have to deal with contingent liabilities, and practices for disclos
ing them are widely known and in many instances well standardized. Somewhat less familiar,
perhaps, is the subject of contingent assets. Two situations involving contingent assets which
were encountered in this survey were covered in the commentary section of the reports as
follows:
1. The company has filed a claim of approximately $6,000.00 for
refund of United States Income taxes for 1946. This claim, in our
opinion, is meritorious but pending approval by the Treasury Depart
ment and in view of its technical aspects it has not been entered
on the books of account.
2. On January 24, 1945, the City of
granted to the Company
certain land located at the_______ the consideration being an initial
payment of $528.80 plus annual installments of $528.80 payable in
January of each of the subsequent ninety-eight years.
2In several other cases where long-term liabilities were shown their provisions were described very briefly.
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The Company has erected ah airplane hanger and research laboratory
on this land. The grant is subject to certain conditions both on the
part of the Company and the City. In the case of any breach by the
Company, it would lose the buildings erected on the property. In
the event* of any breach by the City, title would become absolute
in the Company and further annual installment payments would no
longer be required.
Regrouping of Expenses

Collation of total expenses incurred for salaries, taxes, etc., normally widely scattered
under manufacturing, selling, and general expenses was attempted in very few of the reports
surveyed. It is not difficult to envision how such information could be useful to the management
of an enterprise.
Comparative statements wherein costs and expenses are set out as employee costs, depre
ciation, etc., instead of being classed as selling, general, etc., were prepared by one firm; this
grouping was used in both the comments section and in the section containing the principal
financial statements. The material appearing in the comments is reproduced below:
Increase or
Year ended December 31,
(decrease)
1949
1948
Amount
%
Sales and revenue:
Gross sales, less dis
counts, returns and
allowances
$28,716,000 $37,985,000 $(9,269,000) (24.4)
Other income (interest,
discounts, rentals,
116,000
(25,600) (22.1)
etc.)
90,400
$28,806,400 $38,101,000 $(9,294,600) (24.4)
Costs:
Employee costs:
Wages and salaries $ 7,940,800 $ 8,596,000 $ (655,200) ( 7.6)
Pension and group
Insurance expense
328,000
174,400
88.1
153,600
148,000
Social security taxes 134,400
(13,600) ( 9.2)
$ 8,403,200 $ 8,918,400 $ (515,200) ( 5.8)
Materials and services
22,095,200
purchased
15,814,400
(6,280,800) (28.4)
Provision for wear and
exhaustion of property,
983,200
16,800
plant and equipment
1,000,000
1.7
Interest and expense on
78,400
267.3
First Mortgage Bonds
288,000
209,600
252,800
Miscellaneous taxes
208,000
(44,800) (17.7)
2,273,600
Federal income tax
1,184,000
(1,089,600) (47.9)
206,400
State income tax
104,000
(102,400) (49.6)
$27,001,600 $34,808,000 $(7,806,400) (22.4)
Net income for year
$ 1,804,800 $ 3,293,0Q0 $(1,488,200) (45.2)
Another example of regrouping of expenses is afforded on pages 103-4 in Section III.
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Analysis of Variability of Expenses

Classification of expenses in terms of fixed and variable was attempted in acomparatively
small number of reports included in the survey. One report in which such a classification was
made emphasized the potentialities involved by captioning the variable and semivariable man
ufacturing expenses as “Under control of management” and labeling their fixed expenses as
“Not under control of management.” The schedule which supported a cost of goods manufac
tured statement is reproduced below in its entirety because it also provides a fairly extensive
check-list of items included under the captions:

Year ended June 30
1948
1949

Under control of management
Varying to some degree with
production:
Indirect labor
Fuel
Power
Supplies — net
Freight, cartage and express
Water
Workmen's compensation and
public liability insurance
Unemployment insurance
Old age pensions
f

Not varying greatly frith
production:
Officers* salaries
Clerical salaries
Repairs to buildings, equip
ment and fixtures
Labor — engineers and
mechanics
Stationery, office supplies
and expense
Traveling expenses
Telephone and telegraph
Postage
Storage
Memberships and dues
Miscellaneous
Not under control of management
Depreciation on machinery
Depreciation on buildings
Insurance — buildings, etc.
Insurance — life
Taxes
Per manufacturing cost — page 23
[‡Amount in parentheses in red in original.]

$58,584.31
6,711.44
492.00,
2,982.55
44.97
751.86

38,894.98
6,718.96
492.00
3,150.19
1.00
564.99

927.51
6,487.81
1,495.14
78,477.59

891.43
4,182.41
1,393.70
56,289.66

13,500.00
6,952.00

13,500.00
7,213.00

2,817.42

2,254.12

6,044.71

6,421.81

127.89
217.00
188.05
280.91
140.00
138.35
( 17.82)*
30,388.51

3,018.61
3,012.47
1,029.15
2,053.30
2,745.29
11,858.82
$120,724.92

112.05
407.30
156.24
72.34

280.42
385.02
30,802.30
2,553.02
3,012.47
990.10
735.95
2,706.94
- 9,998.48
97,090.44

48

Long-Form Report Practice

Comments on Internal Inefficiency

Comments upon inefficiencies outside the accounting department which do not come to
light in the accounts are evidently unlikely to appear in the ordinary long-form report. How
ever, the scope of one auditor’s engagement may have gone beyond financial examination for
his report included the following:

Our observation indicates that your store is operating satisfac
torily in most of its departments. There was considerable difficulty
throughout the year in the Lay-Away Department. This was largely due
to a turnover of personnel. We do not believe that the department was
handled by the same person more than two or three months consecutively
at any time during the year. The system of handling this department has
changed. We checked it several times during the year, and have on
various occasions adjusted the records in order that they would conform
to actual. There were many duplications and other complications, which
took considerable time in straightening out.

Productivity of Labor

Productivity of labor has become a topic of increasing emphasis in present-day labor
management negotiations. While auditors may sometimes be in no position to take note of
labor productivity in their long-form reports, the opposite may be the case. One firm of ac
countants supplying a long-form report for this study dealt with the subject in the commen
tary section as follows:
The following is a comparison of wages paid and statistics related
thereto:
Fiscal Year

Direct labor
Sundry indirect labor
Maintenance labor
Machine shop labor
Vacation pay
Total
Approximate average number
of plant employees
Approximate average annual
wage
Percentage of increase in
average annual wage
Approximate net tons produced
Approximate net tons produced
per employee

1949
$ 765,095.34
460,119.33
109,422.06
109,463.59
36,874.50
$1,480,974.82

1948
$ 724,905.62
413,066.25
87,163.87
57,002.07
33,752.26
$1,315,890.07

540

529

$ 2,742.55

$2,487.50

10.25%
5,778

8.79%
6,952

11

13

18.59%

4.66%
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Auditor's Assistance in Control of Fixed Asset Acquisitions

Acquisitions of fixed assets sometimes result in the most serious drain upon working capital
which a client experiences. Control of expenditures for capital assets is vital to any business
and is both imperative and more difficult to achieve if the enterprise is large and far-flung.
Various devices, including budgets, help to control purchases of fixed assets. In those cases
where the internal arrangements and reports are such that top management has an inadequate
picture of changes in fixed assets the auditor may render an extremely valuable service by do
ing what one firm of auditors did. Their audit report listed the year-end balance of fixed
assets classified into two major captions of “Land” and “Buildings and Equipment.” The total
value in use by each of the twelve divisions of the business was listed. Following this sched
ule, identically classified and constructed, were listed the net additions during the year. In
many instances management already has this data, but in those cases where it does not, its in
clusion may serve a useful purpose. As we have seen, most of the reports contained schedules
showing acquisitions and disposals of fixed assets classed by property types. Doubtless for
most purposes such a disclosure is entirely adequate; There may, however, be situations which
warrant the departmental treatment described above.
The effect upon working capital of purchases of fixed assets over a term of years Was
effectively presented by another firm which included the following schedule and comment in
its report supplementing a short-form report delivered separately:
Of significance in consideration of working capital is the problem of
fixed property replacement. Since 1942 the Company’s application of
funds to plant replacement has been as follows:
Net Increase
Funds Applied
(Decrease)
Funds Provided
to
in
Year
by Depreciation
Fixed Assets
Working Capital
1942
$153,000
$108,000
$45,000
1943
168,000
111,000
57,000
1944
181,000
108,000
73,000
1945
190,000
247,000
(57,000)
1946
172,000
306,000
(134,000)
As replacements are made
higher price levels, depreciation based
on acquisitions in earlier, lower-cost years should continue as in 1945
and 1946 to fall, short of providing sufficient funds therefor.
Comment on Intended Action

Comments on company plans sometimes provide appropriate subjects for comment in
long-form reports. In a corporation with total assets of $360,000 and a net income of
$45,000 the following received the auditor’s attention:
The plant formerly occupied by the Company located at 920 Delta
Street, Philadelphia, now unused, remained unsold at July 31, 1950.
It is carried in the annexed balance sheet as Investment—Land and
Buildings, at its net book value of $14,014.75. We were informed by
John M. Green, President, that an offer of $40,000.00 for the property
had been made, but that the property will be held for $50,000.00.

50

Long-Form Report Practice

Classification of Operating Data on Organization or Product Basis

In Section I limited statistics were given as to the extent to which revenue or expense
data were classified in the reports on the basis of product, organizational unit, etc. Consider
able variety was encountered and it would not be feasible to attempt to illustrate a representa
tive number of instances in which such classifications were employed. The excerpt which follows
is thought to be representative of one of the more useful examples contained in the reports:
Production costs.
The cost of producing and delivering concrete, as shown by Schedules
1 and 2, and as summarized on Exhibit A, averaged $8.88 per cubic yard
during the current year compared with $8.04 the preceding year, an in
crease of 84¢ per cubic yard. This increase of production cost was 36¢
per yard more than the corresponding increase in sales price, thus re
ducing the gross income from $1.44 to $1.08 per yard, as follows:

_ __Year 10-31 -48
Year 10-31 -49
Per c.y.
Amount
Amount
Per c. y.
$9.48
$1,789,175
$9.96
$1,389,061

Net Sales
Production Costs
Materials
$1,109,460
97,363
Plant expense
Truck and mixer expense
373,440
Other production costs
15,076
Total production
$1,595,339
costs
Gross Income
$ 193,836

$6.18
.54
2.08
.08

$

$8.88
$1.08

$1,178,557
$ 210,504

814,711
59,313
296,663
7,870

$5.56
.40
2.03
.05

$8.04
$1.44_

Increases in cost of material and of plant expense account for 760 of
the 840 per yard increase of the total average production cost.
The increase of average production costs of 840 per yard appears to
be attributable in part to the fact that during the current year a
much larger than usual portion of total production was processed by
Plant #2. Costs of materials and plant expenses at Plant #2 were 690
per yard higher than at Plant #1. This higher cost was offset only to a
small extent by the realization of 40 per yard higher sales price at
Plant #2, thus resulting in a net difference of 650 in the profits of the
two plants. Schedule 6 shows the details of operations of the separate
plants, which are summarized as follows: '
Difference
Plant #2
Plant #1
Amount
Per c.y. Per c.y.
Amount
Per c.y.
Cubic Yards
132,724
46,904
Year 10-31-49
141,754
4,742
Year 10-31-48
$9.95
$.04
$1,320,728
$9.99
$468,447
Net Sales (1949)
809,188
6.10
300,272
6.40
.30
Cost of Materials
.83
.44
58,226
39,137
.39
Plant Expense
$ 867,414
$6.54
$339,409
$7.23
$.69
$129,038
$ 453,314
$3.41
$.65
$2.76
Profit at Plants
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The difference of 30¢ per yard in the cost of materials at the two
plants would appear to be accounted for by the cost of hauling cement
from Plant #1, where it has in the past been unloaded, to Plant #2, and
by a price disadvantage on aggregate at Plant #2 due to it being located
farther from its source of supply.
We are informed that recently installed facilities for the unloading
of cars of bulk cement at a point near Plant #2 should reduce the dis
advantage on the cost of cement at that plant.
The most important difference in plant expenses was in the cost of
labor, which was 45¢ per yard at Plant #2 compared with 210 at Plant #1.
We have been informed that the principal cause of the 240 per yard dif
ference in labor cost between the two plants was an operating condition
which required a larger crew at Plant #2, rather than a difference in
the capacity or the smaller production of the plant.

It may be possible that the excess, cost of production at Plant #2 was
partially or wholly offset by decreased costs of delivery, but since
such costs are not kept separately, information in regard thereto is
not available. A comparison on that basis might, however, lead to
erroneous conclusions. Such saving of delivery cost, if considered an
offset against the excess plant and materials costs, would have to be
based upon the premise that all such sales could profitably have been
made at Plant #1.
Truck and mixer expenses totaled $373,439.92 for the year as shown by
Schedule 2, compared with $296,662.34 the preceding year, an increase
of $76,777.58. Total cost per yard of delivering the concrete was $2.08
compared with $2.03.

More than half of the above $76,777.58 increase is accounted for by
larger expenditures for mechanics’ wages, and repair parts, as follows:

Mechanics’ wages
Repair parts
Total
Percentage of increase

1949
$ 55,589
55,141
$110,730

1948
$30,777
27,998
$58,775

Increase
$24,812
27,143
$51,955
88%

While our examination of vouchers supporting major charges to these
accounts disclosed no apparent irregularities, it would appear that the
increase of the above items of expense is excessive compared with the
indicated increase of activity of the equipment. Total yards of con
crete delivered increased approximately 23%, and cost of gas, oil and
grease increased approximately 21%, indicating an apparently close
parallel between increase of sales and of use of trucks and mixers.

An interesting cross-classification of sales in terms of product sold and in terms of class
of customer is illustrated in the following excerpt from another report:
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COMPARATIVE CONDENSED TRADING
AND PROFIT AND LOSS STATEMENT
FOR THE YEARS ENDED DECEMBER 31, 1948, 1947 and 1946
1948
1947*
1946*
Amount
Percent Amount
% Amount
SALES TO CUSTOMERS:
$ 7 051 917 66
Gasoline
X
X
X
50.16
1 562 091 17
Distillate
11.11
X
X
X
Fuel oil
4 311 364 23
X
X
X
30.67
Lubricating oil
511 324 98
3.64
X
X
X
Grease and
238 111 31
miscellaneous
1.69
X
X
X
Tires, batteries
193 366 66
and accessories
1.38
X
X
X
Heating contracts
and service
1.35
190 251 44
X
X
X
Total Sales
$14 058 427 45
X
X
X
100.00

%
X
X
X
X

X
X
X
X

This was followed two pages later by:

COMPARATIVE DEPARTMENTAL TRADING PROFIT AND LOSS STATEMENT
FOR THE YEARS ENDED DECEMBER 31, 1948, 1947, AND 1946
1948
1 9 4 6*
1 9 4 7*

SALES S
Unbranded
Bulk station
Service station
Jobber
Heating
Tires, batteries
and accessories
Other marketing
Totals

23
03
53
19
98

X
X
X
X
X

X
X
X
X
X

183 478 98
222 575 51
$14 058 427 45

X
X
X

X
X
X

$ 4 231 809
5 321 034
531 358
1 411 918
2 156 252

[♦ Figures have been omitted from these columns because they do not add anything to the usefulness of the example.]

Analysis of Savings Effected Through Processing Rather Than Purchase

A schedule showing the amount an oil company client saved by performing certain oper
ations for itself rather than purchasing already processed (refined) products was found in one
of the reports and is described below.
Sales to Company Departments (“Charged at prices which, in the opinion of the manage
ment, would have prevailed if the same products had been purchased from an outside source.”)
were listed first. From the total sales was subtracted manufacturing cost of the items computed
in the usual manner. The remainder was captioned “Net Trading Profit (interdepartmental
before depreciation).” The schedule was comparative for three years. It was titled “Compara
tive Operating Statement of the Refinery.”
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Analysis of Profit Variations

Analytical material which helps explain why changes in profits have occurred is a feature
of a few of the reports included in the survey. Most of the reports which contain such material
are reproduced in Section III. Tabular presentation of factors accounting for a decrease in gross
profits is to be found on page 88 of the Anycompany, Incorporated report.

One firm supplied the following analysis which goes beyond explaining gross profit varia
tions and sets out net profit variation factors as well.
The decrease in net profit for the fiscal year 1949, from the net pro
fit for the previous fiscal year may be computed as due to the following
factors:
Decreasing
Increasing
Profit
Profit
Gross profit on increase in
net sales-32.29% of
$351,585.05
$113,526.81
Decrease in gross profit
percentage on previous
year’s volume of net
sales—4.12% of
$144,474.30
$3,508,989.41
5,133.13
Decrease in other income
Increase in selling,
•
administrative and general
96,260.05
expenses, etc.
Increase in provision for
8,539.47
depreciation
Decrease in provision for
taxes on income
70,300.00
254,406.95
$183,826.81
183,826.81
$ 70,580.14
Decrease in net profit
In the case of the Client Company report (see Section III) the accountant presented an
analysis showing separately for two products the variations in gross and net profits; the analy
sis was accompanied by comments on the highlights of the comparisons together with other per
tinent observations. It was pointed out what the company’s profits would have been except for
the existence of an adverse fixed cost structure. This material is to be found on pages 66 to
68 of the Client Company report.
In the excerpt which is quoted below there is similarly comment on what the profits would
have been except for unfavorable price patterns prevailing in the mining industry during the fis
cal year. Having presented a condensed income statement for two years in which current year
ore sales volume was down $442,000 and net income from mining decreased $212,000, the
auditors commented as follows:
The decrease in the amount of ore sales and income from mining is due, in the
main, to the decline in the average market value of copper, lead, and
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zinc subsequent to the first quarter of 1949. Had. the metal prices with
respect to copper, lead, and zinc remained throughout the entire year
at the average price level of the first quarter, the income therefrom,
based on the quantities actually produced would have been approxi
mately $346,911.99 greater, in accordance with the computation shown
in the following tabulation:

Actual
1949
Proceeds
Copper............. ......................... $
51,855.66
Lead ............................................
589,829.57
Zinc ............................................
420,712.88
$1,062,398.11

Projected
Proceeds,
Estimated
Had First
Income Loss
Quarter Prices Through Price
Prevailed
Decline
$
61,865.44 $ 10,009.78
783,790.30
193,960.73
563,654.36
142,941.48
$1,409,310.10
$346,911.99

APPLICATION OF FUNDS STATEMENTS

In Section I of this booklet it was noted that statements of source and application of funds
(or an equivalent) were incorporated in thirty-eight of the fifty-two reports. On a basis of firm
representation thirty-two of thirty-nine firms included funds statements in their long-form re
ports, while seven did not. Three firms of the thirty-two included funds statements in some
of their reports, but not in others. Inasmuch as five of the thirty-eight reports containing funds
statements wore supplied to the research department in outline form, the statistics which follow
necessarily relate to thirty-three funds statements supplied by twenty-nine firms.
Form Patterns Employed

The funds statements followed one of four broad form patterns. In order of popularity
these were:
1. From “Funds Provided” was subtracted the total of “Funds Applied” to leave a net
result of “Increase in Working Capital” (fourteen reports; twelve firms).
2. Equal totals of “Funds Provided” and “Funds Applied” were arrived at. Net changes
in working capital were included in one of the two captions (eleven reports; nine firms).
3. From “Funds Provided” was subtracted the total of “Funds Applied” to leave a net
result of “Increase in Cash.” Obviously the difference between this pattern and the first one is
that here increases or decreases in inventory and receivables were shown as a provision or ap
plication item whereas under the first pattern no changes in working capital components
appeared under either caption (three reports; three firms).
4. Miscellaneous forms. These varied somewhat and included an adaptation of Cole’s
forerunner of the funds statement—the old “Where got, Where gone”3 statement—and other
types seldom seen in modern accounting texts or other literature. They will be discussed in a
subsequent part of this section (five reports; five firms).
3 William Morse Cole, Accounts, Their Construction and Interpretation, New York: Houghton Mifflin Co., 1908 and 1915.
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•

First

Form •

Typical of the first form pattern is the statement which appears below:

Amount

Funds were provided from
the following sources:
Net income:
Net income for the year
1948 as shown by the
annexed statement of
income and expenses
Add: Charges to oper
ations not requiring
a current outlay of
working capital:
Depreciation of
property, plant
and equipment
Amortization of
patents
Book value of fixed
assets disposed of
Total funds provided
Funds were applied as
follows:
Payments of dividends
in cash
Payments on notes
payable
Additions to property,
plant and equipment
Increase in cash
surrender value of
life insurance
Total funds applied
Net increase in
working capital

$572,130.90

$37,880.51
118.68

37,999.19

$610,130.09

2,881.17
$613,011.26

$232,000.00

144,000.00
136,544.61

3,963.97

516,508.58
$ 96,502.68

Terminology used by eleven other firms to caption funds provided included: “Additions
to Working Capital,” “Funds Provided,” “Source of Funds,” “Working Capital Provided,”
“Factors' Which Increased Working Capital,” “Working Capital Provided By,” and “Causes
for Increase.”
Terminology used by these same firms to indicate application of funds or decreases in
working capital were: “Funds Applied,” “Deduct Factors Which Decreased Working Capi
tal,” “Reductions of Working Capital,” “Deductions from Working Capital,” “Application
of Funds,” “Working Capital Applied To,” and “Causes for Decrease.”
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Change in working capital is the focal point of interest in each of the fourteen reports
(from twelve firms) using the form just illustrated. In eleven reports (ten firms) there was
presentation of other working capital data immediately adjacent to the funds statement show
ing causes of increase and decrease in working capital. In two reports other presentation of
working capital was several pages removed from the funds statement. One report contained
no other mention of changes in working capital.

Methods of presenting changes in working capital included:

1. Textual comment.
2. Comparative statements of financial position in which subtotals of current liabilities were
subtracted from subtotals of current assets and in which columns for increases and de
creases were provided.
Schedules such as the following:

1950
$618,760.51
Total Current Assets
209,505.74
Total Current Liabilities
Working Capital____________ $409,254.77

1949
$520,302.04
158,873.22
$361., 428.82

Increase
$98,458.47
50,632.52
$47,825.95

4. Commentary and tabular material such as this:
The foregoing summary indicates that the available working capital,,
as represented by the excess of current assets over current liabili
ties which at July 31, 1949,
amounted to
$69,159.56
Had increased at July 31, 1950 to
84,363.89
The increase in the available working capital
within the year being
$15,204.33
5. Schedules such as this:
Increase in Current Assets
Decrease in Current Liabilities
Net Increase in Working Capital

$25,156.93
11,835.46
$36,992.39
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• Second Form •

Second in point of popularity was the traditional technique widely popularized, by text
books wherein total funds provided and total funds applied are set forth as equal amounts. In
creases in working capital are shown as applications and decreases as provisions of funds.

Typical of this form is the following example from one of the reports:

FUNDS PROVIDED:
Net income for the year
Depreciation provided out of income
(which did not involve an outlay
of funds)
Liquidating dividend received from
------------- Amusement Company

$11,141.29

4,007.18
6,525.00
$21,673.47

Total
FUNDS APPLIED:
Additions to Property:
Dodge truck
Chevrolet Coupe (1941)
Dump bed for truck
Posting Machine
Desks and Chairs
Increase in prepaid insurance
(Portion of premiums applicable
to subsequent operations)
Increase in working capital,
derived from the following
sources:
Increase in current assets
Less — Amount of above
resulting from increase
in current liabilities

$ 1,697.85
750.00
200.00
1,166.00
367.91

$ 4,181.76
86.33

$22,531.78

5,126.40

Total

17,405.38
$21,673.47

Terminology used to caption funds provided include examples cited on page 55 plus
the following: "Resources Provided,” “Net Increase in Investment,” “Net Profit and Re
serves,” “Funds Provided From,” “Source,” “Funds Received,” and “These funds were de
rived from the following source.” Similarly there were several repetitions of terminology
previously cited to caption funds applied. The following additional examples were encountered:
“Applied as Follows,” “Disposition of Resources Provided,” “Funds Accounted for as Noted
Hereunder,” “Used as Follows,” “Funds Applied To,” “Funds Disbursed,” and “Disposition
of Funds.” “Applied as Follows” appeared with greatest frequency.

58

Long-Form Report Practice

• Third

Form •

In three reports decreases in working capital items (other than cash) appeared under
funds provided, increases in such items under funds applied, and the net difference as a
change in cash balance.
Illustrative of this form is the following:

Funds Provided By —
Net income before adjustment of
reserve for estimated inventory
loss
Add back items not requiring
funds —
Depreciation
Cost of Land Sold
Decrease in Inventories
Refund of Federal Income and Excess
Profits Taxes
Decrease in Other Assets
Increase in Accrued Expenses
Add back adjustment of Reserve
for Taxes
Increase in Other Liabilities
Total Funds Provided
Funds Applied To —
Reduction ,of Notes Payable
Reduction of Accounts Payable
Purchase of Fixed Assets
Increase in Deferred Charges
Increase in Accounts Receivable
Total Funds Applied
Excess of Funds Provided over Funds
Applied, represented by an increase
in cash on hand and in banks as
shown above

$9 887 90
7 793 89
660 67

$ 18 342 46
89 421 23
24 494 08
1 241 63

$2 456 91

2 181 65

4 638 56
8 026 33
$146 164 29

42
38
36
8
7
$133

776
825
394
466
060
524

33
92
70
49
65
09

$ 12 640 20

Miscellaneous Forms

Five reports included in the survey incorporated statements of source and application
of funds which do not fit any of the three form patterns previously illustrated. Three of these
are illustrated here.
In one report the funds statement was immediately preceded by a statement of earned
surplus. There followed a statement that the $262,000 increase in earned surplus was:
reflected in the following variations in the company’s assets,
liabilities and working capital when contrasted at March 31, 1949
and March 31, 1948.
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Net increase in working capital —
March 31, 1949:
Increase in current assets
Decrease in current liabilities
Increase in miscellaneous assets
Decrease in capital stock

$ 70,000.00
163,000.00

Deduct:
Decrease in fixed assets
Increase in Earned Surplus
for the year ended March 31, 1949

59

$233,000.00
2,000.00
50,000.00
$285,000.00

23,000.00
$262,000.00

A second interesting method of reporting source and application of funds is taken from
another report in which the following comparative schedule of working capital was set forth:
1948
1949
' Increase
Current assets:
10,332.74
Cash........................ ............
18,623.94
8,291.20
19,712.18
Accounts receivable-net
65,838.12
85,550.30
206,962.28.*
Inventories ...................... 183,589.79
390,552.07
3,960,82
Prepaid expenses........... .
11,266.43
7,305.61
172,956.54*
299,030,46
471,987.00
74,130.65*
192,923.74
Current liabilities ......... 118,793.09
279,063.26
Net working capital ... 180,237.37
98,825.89*
* Indicates decrease.
The schedule was immediately followed by:
Funds in the amount of $98,825.89 derived from the foregoing reduction
in net working capital were applied as follows:
Operations:
Net loss.................
...........
65,312.85
Less charges not requiring funds:
Depreciation
.......
23,815.63
Depreciated cost of fixed assets
sold......................................................
19,191.93
43,007.56
22,305.29
Slow moving inventories reclassified
50,537.04
Retirement of mortgage.
18,000.00
Additions to fixed assets ...........
7,983.56
98,825.89
A third report set out operating and financial highlights for two successive years. Sales,
net profits, dividends, and earnings, reinvested in the business (inter alia) were presented. The
comments stated that the $228,000 earnings reinvested in the business together with net pro
ceeds from the sale of added stock in the amount of $961,000 were used to:
Retire the outstanding 6% preferred stock
(600,000 shares) — including costs of
refinancing ($28,000)
$639,000
Add to plant and equipment ($306,000),
less provision for depreciation
134,000
Increase supply inventories, etc.
118,000
Increase working capital
298,000
The remainder of this discussion of funds statements in long-form reports deals with all
of the reports and is not concerned with specific formal patterns.
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Terminology Used for Charges and Credits Affecting

Profits But Not Affecting Working Capital

Every auditor has probably experienced some difficulty in explaining to some of his
clients the reason for adding charges such as depreciation to profits in order to arrive at a
funds provided figure. Many of the accountants whose reports are included in this study have
obviously had this problem in mind and have used wording which briefly explains the nature
of the items instead of merely listing depreciation and other write-offs as sources of funds.
The following descriptive phrases appeared immediately adjacent to the net income figure
in the funds statements:
1. Add: Charges to Profit and Loss not requiring cash expenditures
2. Add back charges against income which did not reduce working
capital
3. Add: Expenses not requiring Funds
4. Portion of Cost of fixed assets allocated to operations (deprecia
tion) which did not require an outlay of funds
5. Which profit was determined after including the following items
which did not involve the receipt or disbursement of working capital
A somewhat unusual treatment is exemplified by one report in which all figures were
rounded off and funds of $66,000 were shown to have been provided by net income for the
year and by sales of capital stock. Dispositions of funds amounting to $85,000 were listed as
shown below: The following were deducted from the figure of $85,000:
Increase in long term debt:
$ 8,000
Decrease in book value of plant:
Depreciation charged off
$25,000
Purchase of equipment
14,000
11,000
Total deductions
$19,000
Funds accounted for as above
$66,000
An unusual treatment of depreciation is to be found in this excerpt from another report:
Net profit for the year ended
$53 000 00
December 31, 1949
Applied as follows:
Dividends paid
Increase in fixed assets, Net of
amortisation to date
Decrease in note payable, Secured
by mortgage
Increase in working capital

The following treatment was found in another report:
Funds have been used for
additions to property
(net of disposals)
$2,944,533
Less increase in reserves
for depreciation
1,344,612
Increase in net book value
of property

$30 000 00
10 000 00
5 000 00

8 000 00
$53 000 00

$1,599,921
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Sales of Non-working Capital Assets

In several funds statements sales of non-working capital assets (source of funds) at
gains or losses (included in net income) were reflected. These were handled in a variety of
Ways:
1. Funds Received:
Sale of Screen ($2,600.00 less profit of $2,562.80 included
in income)
$37.20
2. Proceeds from Sale of Fixed Assets
$63.50
Under “Charges to Operations Not Requiring Outlay of Funds During
Period” a “Loss on Sale of Fixed Assets” of $55.50 was added back
to net profit.

3.

Under additions to net profit the following items were shown:
Loss on retirement of equipment included in net
profit for the year shown above:
Cost
$1,330.00
Less-Accumulated depreciation
Proceeds of sales of equipment retired
360.00
Less-Profit therein included in net profit for
the year shown above
360.00

975.33354.67

4. Book value of fixed assets sold $11,866 was shown as an item having the
effect of increasing cash. The proceeds were not reflected in the funds statement though the
gain was reflected in a separate schedule of non-operating income and expense located at some
distance from the funds statement.
Rounding Off of Amounts in Funds Statements

In four instances, funds statements were rounded off to a greater extent than other
statements in the reports. In two cases pennies were dropped in the funds statements but
used elsewhere in the reports. In another instance all amounts in the funds statements were
rounded to the nearest thousand dollars while other figures in the report were shown in full.
In a final case of variation, other figures in the report were rounded to the nearest hundred
dollars while in the funds statement they were rounded to the nearest thousand dollars. In all
other cases the funds statement amounts were either given in full or rounded to the same ex
tent as elsewhere in the reports.

SECTION III

Specimen Long-Form Reports

selected from those analyzed in Section I are reproduced in this section. Where
the reports were not disguised by the accountants who furnished them, the research de
partment has undertaken to disguise them. Names of persons, organizations, and places are
obviously fictitious. The pagination corresponds to that of the original reports. Wide pages
which were folded in these reports have been reduced in size; the original dimensions are
given in each instance. Spacing and arrangement of material is as about as close to that of the
original reports as could be achieved. Some of the reports used the same size paper but elite
type, whereas our type is uniform (pica) size; further, there was slight variation in the size
of paper used for unfolded pages in these reports.
ive reports

F

It is recognized that in some cases the procedures followed do not conform to the recom
mendations of Institute committees. The wording used may not always be the best, nor is the
description of audit procedures always what would be considered ideal. Reproduction herein
does not necessarily mean endorsement of all that these reports contain. These reports are
presented as illustrations or examples and not as models. Without knowing in detail the cir
cumstances and conditions attendant upon each engagement it would be impossible to know
to what extent a given long-form report approached perfection. An effort has been made to
indicate some of the salient features of each of the reports reproduced here.
I

The first long-form report selected for reproduction relates to the financial affairs of a
medium-size manufacturer whose fiscal year ended January 31, 1950. Amounts of decrease
were originally shown in red; it was necessary to use black ink here and to put decreases in
parentheses. The following features of the report are worthy of note:
1. The comparative summary of income and expenses is set up separately in terms of
individual products and on a combined basis.
2. Trends are effectively shown in the five year summary of operating percentages on
page 67.
3. Adjustments are made in the prior year’s figures in the condensed balance sheets on
page 68 in order to achieve better comparability.
4. While the balance-sheet comments (pages 70-76) are largely concerned with audit
procedures, the accountant has effectively worked in a great deal of informative analysis.
5.
The concluding paragraphs of the comments section are perhaps somewhat unusual.
6. All amounts except those in the principal statements are rounded off to the nearest
dollar.
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INDEX
Comments:
Opinion

Results from operations:
Sales, earnings, and book
value of shares
Summary of income and expenses by
products
Reasons for decrease in income
Net operating income comparison in
percentage form
Financial condition:
Changes in financial position
Working capital
Application of funds

Balance sheet:
Cash
Accounts receivable
Inventories:
Comparative summary
Valuation of work in process,
finished goods and finished parts
Cash surrender value of life insurance
Fixed assets and accrued depreciation:
Summary of changes
Additions to assets
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Doe, Anonymous & Company
CERTIFIED PUBLIC ACCOUNTANTS
CITY, STATE

May 2, 1950

Client Company,
City,
State.
Dear Sirs:

OPINION
We have examined the balance sheet of CLIENT COMPANY as of

January 31, 1950 and the related statement of income and earnings
retained in the business for the year then ended.

Our examination

was made in accordance with generally accepted auditing standards,
and accordingly included such tests of the accounting records and
such other auditing procedures as we considered necessary in the

circumstances.
In our opinion, the accompanying financial statements pre

sent fairly the financial position of CLIENT COMPANY at January 31,

1950, and the results of its operations for the year then ended, in
conformity with generally accepted accounting principles applied on

a basis consistent with that of the preceding year.
In Connection with our examination we have the following
comments to offer:
RESULTS PROM OPERATIONS

SALES, EARNINGS AND
BOOK VALUE TSHARES:
Net sales for the year ended January 31, 1950, after allowances
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and discounts, amounted to $537,927 as compared with $665,193 for the

previous year, a decrease of $127,266 or 19.13 percent.

The net earnings before income taxes were $6,472 for the
current year compared with $55,882 for the preceding year, a decrease
of $49,410 or 88.42 percent.

Net earnings represented 1.20 percent

and 8.40 percent of net sales for the respective years.
Net earnings after income taxes of $5,072 for the year under

review were .94 percent of net sales and represented $4.52 per share
on 1,121 Shares of the outstanding capital stock.

Comparable earnings

for the preceding year Of $34,382 were 5.17 percent of net sales and .
represented $30.67 per share on 1,121 shares of outstanding capital

stock.

The decrease in net earnings for the current year amounted
to 85.25 percent compared with a decrease of 19.13 percent in net

sales.
Net book value per share of capital stock increased from

$267.22 at January 31, 1949 to $268.18 at January 31, 1950;
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SUMMARY OP INCOME AND EXPENSES:
Year ended ,
January 31,
1950
1949

PRODUCT

Net sales
Cost of sales
Gross operating income
Operating expenses:
Selling
Administrative
Net operating income

Increase or
(decrease)
Amount
Percent

A

$482,198
379,419
$102,779

$646,577
473,018

$ 29,555
47,374
$ 76,929

$ 36,640
62,930

($

$ 99,570

7,085) (19.34)
(15,556) (24.72)
$(22,641) (22.74)

$ 25,850

$ 73,989

($ 48,139) (65.06)

$173,559

($164,379) (25.42)
(93,599) (19.79)
($70,780) (40.78)

PRODUCT B
Net Sales
Cost of sales
Gross operating income

Operating expenses:
Selling
Administrative

Net Operating income

$ 55,729 $ 18,616
60,650
32,227.
$ (4,921) $(13,611)

3,416
5,473
$ 8,889
$

$
$

1,056
1,811
2,867

$(13,810) $(16,478)

$ 37,113
28,423
$ 8,690

199.36
88.20
63.85

2,360
3,662
6,022

223.48
202.21
210.05

$ 2,668

16.19

$

TOGETHER

Net sales
Cost of sales
Gross operating income

$537,927 $665,193 ($127,266) (19.13)
440,070
505,245
(65,175) (12.90)
$ 97,857

$159,948

($ 62,091) (38.82)

Operating expenses:
Selling
Administrative

$ 32,970
52,847

$ 37,696
64,741

($

$102,437

4,726) (12.54)
(11,894) (18.37)
($ 16,620) (16.22)

$ 12,040

$ 57,511

($ 45,471) (79.06)

$ 12,040

$ 61,361

3,850

$6,472

$ 55,882

(3,850)(100.00)
( $ 49,321) (80.38)
89
1.62
($ 49,410) (88.42)

Net operating income
Profit on sale of automobiles
Interest expense, etc.
Provision for federal
taxes on income
Net income

$ 85,817

5,568

$

5,479

1,400

21,500

5,072

$ 34,382

(20,100) (93.49)
($ 29,310) (85.25)
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As may be seen by examination of the foregoing, the decrease in
net operating income was principally due to the decrease of $164,000 in

Had the Company been able to reduce costs in the same

Product A sales.

ratio as sales, net income after taxes would have been approximately
To some extent fixed, and semi-fixed charges, which

$18,000 greater.

vary little or not at all compared with fluctuations in sales volume,

contributed to the higher .cost of sales percentage.

It would appear,

however, that labor costs, both direct and indirect, were substantially
accountable for the decrease in gross Income.

Some dollar reductions in

selling and administrative expenses were affected, although not in the

same ratio as the decrease in sales.

Product B operations contributed to

the loss of income in both of the years because of the high percentage
of rejections.

Returns by the customer, which have been approximating

20 percent of original shipments, were 35 percent for February, 1950.

NET OPERATING INCOME PERCENTAGES EXCLUSIVE

Comparison of net operating income percentages for a five-year
period excluding Product B, which was not produced prior to 1949, is
shown in the following summary:

1950
Net sales
Cost of sales:
Direct material
Direct labor
Manufacturing overhead
Gross income

Selling expenses
Administrative expenses
Net income '

Year ended January 31,
1948 1947
1949

1946

100.00% 100.00% 100.00% 100.00% 100.00$

12.83%
40.02
25.84
78.69%
21.31%

13.29% 14.42% 12.19%
36.98
38.25
40.97
22.89
25.74
24.37
73.16% 77.04% 78.90%
26.84% 22.96$ 21.10%

5.67%
6.13%
9.82
9.73
15.95% 15.40%
5.36%

11.44$

5.50%
11.09
16.59%

6.37%

12.45%
41.07
23.69
77.21%
22.79%
5.41$
5.82%
9.61
12.37
15.43% 17.78%
5.67%

5.01%
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-5In the foregoing computation the cost of sales elements have
been estimated by distributing the year-end inventories in the same ratio
as the material, labor and overhead costs incurred during the year.

FINANCIAL CONDITION
CHANGES IN FINANCIAL POSITION:

Stockholders' equity changed during the year as shown in the

following statement of financial condition:

January
31, 1950
ASSETS:
Current assets
Cash surrender value of in
surance on life of officer
Fixed assets, less accrued
depreciation
Deferred charges

LESS - LIABILITIES:
Current liabilities
Mortgage payable
Stockholders’ equity:
Total

Per share

January
31, 1949

Increase
or
(decrease)

$257,067

$281,393

7,800

6,000

199,625
7,099
$471,591

206,720
7,457
$501,570

(7,095)
_ 358
($29,979)

$110,962
60,000
$170,962

$142,013
*
*
60,000
$202,013

($31,051)

$300,629

$299,557

$ 1,072

$268

$267

* - For comparative purposes current liabilities
at January 31, 1949 have been adjusted as
follows:
Decreased by the amount of mortgage
instalments, the payment dates in
respect of which have been extended,
. as noted on page 13
Increased by the amount of prior years'
income tax liability, estimated, at
January 31, 1949

($24,326)

1,800

($31,051)

$40,000
10,000
$30,000
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The increase in stockholders' equity was represented by net
income of $5,072 less an amount of $4,000 provided for additional income
tax liability of prior years resulting from the denial in part of the

Company’s claim for relief from excess-profits taxes.
WORKING CAPITAL:

Changes during the year under review of the working capital of

the Company are set out in the following summary:

CURRENT ASSETS:
cash
Accounts receivable, less
allowances of $4,407 and
$3,807
Inventories

CURRENT LIABILITIES:
Notes payable to bank
Accounts payable:
Trade and miscellaneous
Prior years' taxes on
income
Accrued items:
Salaries, wages and bonuses
Social security taxes and
miscellaneous
Federal taxes on income
Mortgage installments due
within one year
Net working capital

Amount of current assets to
$1 of current liabilities

January
31,1950

January
31,1949

Increase
or
(decrease)

$ 43,466

. $ 52,928

($ 9,462)

27,220
186,381
$257,067

45,669
182,796
$281,393

(18,449)
3,585
($24,326)

$ 70,000

$ 70,000

15,782

24,370

14,000

*
10,000

4,000

8,069

14,171

(6,102)

1,245
1,866

1,946
21,526

(701)
(19,660)

($ 8,588)

$110,962

*
$142,013 ($31,051)

$146,105

$139,380

$2.32

$ 6,725
$ .34

* - See note on preceding page explaining adjustments to
current liabilities as of January 31, 1949, in re
spect of mortgage payable and income tax liability.
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APPLICATION OP FUNDS:

Funds received during the current year and their disposition
may be summarized as follows:

FUNDS PROVIDED:
From operations:
Net income per Exhibit II
Add - Provision for depreci
ation requiring no cash
outlay
From reduction of deferred
charges

$ 5,072

15,114
$20,186
358

FUNDS APPLIED:
To acquisition of fixed assets
as summarized on page 10

$20,544

$ 8,019

To cash surrender value of
life insurance

1,800

To additional income tax
liability of prior years

4,000

Leaving a balance representing
the increase in working capi
tal detailed on preceding page

13,819
$ 6,725

BALANCE SHEET
CASH:
Cash in bank, aggregating $43,316 at January 31, 1950, was veri

fied by reconciling the amounts confirmed to us by the depositaries, and
cash on hand of $150 was counted by us as at that date.

ACCOUNTS RECEIVABLE:
Accounts receivable outstanding at January 31, 1950 are compared
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with the previous year in the following summary:

Trade accounts receivable:
Billed in January
Billed in December
Billed prior
Advances to employees
Advance deposits on purchases

1950
$25,519
2,716
.3,017
$31,252

ry 31,

$38,709
5,466
4,688

238
375

375
$31,627

Responsible officials of the Company confirmed to us in writing
that, in their opinion, the allowance of $4,407 is sufficient to cover

any losses that may be sustained in the realization of the trade accounts
or any other adjustments that may be made in respect thereof.

Our circularization of approximately 85 percent of trade accounts
receivable as of October 31, 1949 resulted in a return of approximately
80 percent of the dollar value mailed.

Exceptions were minor and have

been satisfactorily settled.

INVENTORIES:
A comparative summary of inventories is shown below:
January 31,
Raw material:
One
Two
Three

Purchased parts

Manufacturing materials
Work in process:
Product B
Product A
Finished parts and
finished goods:
Product B
Product A

1950

$ 25,444
9,101
_ 1,095
$ 35,640
18,216
$ 53,856
14,995

1949
$ 28,024
13,029
1,827

15,002
$ 57,882
20,154

2,378
8,476

25,102

307
106,369
$186,381

79,658
$182,796

Increase
or
(decrease)
($2,580)
(3,928)
(732)
($ 7,240)
3,214
($ 4,026)
(5,159)

2,378
(16,626)
307
26,711
$ 3,585
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The foregoing inventories represent physical counts made by

Company employees January 28 to January 30, 1950, adjusted for receipts,
production and shipments of January 31st.

Our work in connection with

physical inventories consisted of observation of procedures and test

counts of quantities on hand.

We made substantial verification of

valuations and of the arithmetical accuracy of the inventory amounts.

Because of the high percentage of overhead expenses incurred in relation
to shipments made during the year it was deemed advisable to value work
in process, finished goods and finished parts at an estimated standard

cost of 70 percent of sales price, which was the approximate percentage
valuation used in the prior year.
Responsible officials of the Company confirmed to ,us in writing

that inventories were valued at the lower of cost or market; that in

active,.obsolete or unsalable materials have not been priced in excess
of their estimated scrap values, and that the liability for all items

included in the inventories was recorded in the books of account as at
or prior to January 31, 1950.

CASH SURRENDER VALUE
OF LIFE INSURANCE

The cash value of United States Life Insurance Company policy ’
for $75,000 on the life of the President, which names the Company as

beneficiary, was. confirmed by correspondence with the insurer.

Specimen Long-Form Reports

73

-10-

FIXED ASSETS AND ACCRUED DEPRECIATION:
Changes during the year under review in fixed assets and
accrued depreciation are summarized below:

ASSETS

Land
Buildings
Machinery and equipment
Furniture and fixtures:
Factory
Office
Automobile
Auto truck.
Patterns and molds
Miscellaneous equipment

Balance
February
Ad
1, 1949 ditions

Balance
January
31, 1950

$ 2,500
149,990
100,628

$ 2,500
149,990
107,503

16,062
7,175
1,594
601
213
1,190

$ 6,875
169
975

16,231
8,150
1,594
601
213
1,190

$279,953

$ 8,019 $287,972

$ 13,535
39,245

$ 4,500 $ 18,035
8,268
47,513

12,736
5,609
797
601
213
497
$ 73,233

13,726
6,315
1,328
601
213
616
119
$15,114 $ 88,347

$206,720

$199,625

ACCRUED DEPRECIATION
Buildings
Machinery and equipment
Furniture and fixtures:
Factory
Office
Automobile
Auto truck
Patterns and molds
Miscellaneous equipment

Net value

990
706
531

Land and buildings are subject to a first mortgage which is

commented upon on page 13
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Machinery and equipment additions made during the year were
as follows:

A department:,
Item 1
Item 2
Item 3
Item 4
B department:
Item 1
Item 2
Item 3
Item 4
Item 5

$1,377
1,284
1,176
213

$4,050

600
533
433
245
106

1,917

$

C department - Item 1

259

D department - Item 1

468

Miscellaneous equipment

181

$6,875
Additions to furniture and fixtures were principally in respect of storage

cabinets and bookcases.
Depreciation has been provided in the accounts at the same

rates as were used in prior years, except that the life of gauges added
to the A department during the year has been estimated at five years.
DEFERRED CHARGES:

Deferred charges at January 31, 1950 were checked by us to
determine that the charges related to future operations.

As at January 31, 1950, in addition to workmen’s compensation

and public liability insurance based on payroll, and public liability,

property damage and collision insurance on automobile and truck, the
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-12Company carried the following fire insurance:
Buildings
Stock
Machinery

$150,000
200,000
100,000
$450,000

CURRENT LIABILITIES:
Demand notes payable to The Blank Bank & Trust Company of City,

State, in the aggregate amount of $70,000, were confirmed direct to us

by the creditor bank, which advised that it was holding as collateral a
mortgage on the Company’s property assigned to the bank by the mortgagee.

Interest on the notes at the rate of 4 percent has been paid to February
1, 1950.
Trade accounts payable, aggregating $13,457 at January 31, 1950,

were not confirmed by correspondence with creditors, but we made test
comparisons with vendors' statements received by the Company.

During the year under review an additional amount of $4,000 was

appropriated from the earnings of prior years to provide for a total
estimated amount of $14,000 due in respect of income tax assessments for

prior years, which total amount has now been classified as a current
liability.

At the date of this report, the interest in respect of the

above tax assessment had not been determined, so no provision therefor

has. been made in the appended statements.
Accrued items, which are detailed in the Statement of Working
Capital on page 6, were reviewed by us to ascertain that the liabilities

in respect thereof were adequately provided for.
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best of their knowledge and belief, all ascertainable liabilities have
been included as such or specifically reserved for in the accounts at

January 31, 1950.
MORTGAGE PAYABLE:

Prior to the date of this report the Board of Directors of
Associated Company, by resolution, extended final payment of mortgage

principal to January 31, 1958, by providing for annual installments of

$10,000 commencing January 31, 1953.

The interest rate was also reduced

from 5 to 4 percent, effective as of February 1, 1950.

As mentioned under

notes payable, the mortgage has been assigned as collateral for bank

loans.
CAPITAL STOCK:

Outstanding capital stock at January 31, 1950 was verified by
inspection of the stock certificate book.
SCOPE OF EXAMINATION
Our examination was directed primarily to a verification of the

balance sheet of the Company as at January 31, 1950 and to a general re
view of the results from operations for the year then ended.

Although

the examination did not extend to a detailed check of all cash and other
bookkeeping entries throughout the year, numerous vouchers and entries
were scrutinized by us in connection therewith.

To the extent that such

vouchers and entries were examined, and based on information and explana

tions obtained from officers and employees of the Company, the accounts
were found to be in order.

It should be understood that since our
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examination, while extensive as to matters of detail, did not comprise a

complete check of all cash and other transactions throughout the year, it
would not necessarily disclose irregularities, should any exist.

*

*

*

*

We trust that the foregoing report together with the appended
exhibits will furnish the information required, but if further particu

lars are desired, we shall be glad to supply them, so far as we may be
able.

Very truly yours,

.

a t co st:

(Note)

PREPAID INSURANCE AND
TAXES, etc

B uildings
Machinery and equipment
F u rn itu re and fix tu re s
Automobiles
M iscellaneous equipment
Less - Accrued d ep reciatio n

Land

FIXED ASSETS,

CASH SURRENDER VALUE OF

IN-

doubtful accounts, e tc .
In v en to ries:
At th e lower o f co st or
m arket:
Raw m aterials
Purchased p a rts
At estim ated co st below
sa le s value:
Work in process
Finished p a rts and
fin ish ed goods
Advance d ep o sits on purchases

Cash in banks and on hand
Trade accounts receiv ab le
le s s - Allowance fo r

CURRENT ASSETS:

53,855.93
14,995.08

$

26,845.01

43,465.70

------

186,380.58
375.00

$

$471,591.21

7,099.77

199,625.15

7,800.00

$257,066.29

•

BALANCE SHEET

-

on income

A uthorized, 2,000 sh ares
Issu ed and o u tstan d in g ,
1,121 shares
Earnings re ta in e d in th e
business p er E x h ib it I I

STOCKHOLDERS' EQUITY:
Common sto ck , $100 p ar:

due January 3 I, 1953 to
January 31, 1958

MORTGAGE PAYABLE INSTALMENTS,

A ccruals:
S a la rie s and wages
S o cial se c u rity tax es and
m iscellaneous
F ed eral tax es on income

W ithheld from employees

P rio r y ears tax es

LIABILITIES:

Notes payable to bank
Accounts payable:
Trade

31, 1950

CURRENT

JANUARY

CLIENT COMPANY

(Note)

(Note)

LIABILITIES

Mortgage payable o f $60,000.00 on land and b u ild in g s, due to company a f f ilia te d through in d i 
v id u al sto ck ow nership, has been assigned by th e mortgagee to secu re payment o f bank lo an s.

N ote :

$ 2,500.00
$149,989.62
107,503.70
24,381.85
2 , 194.75
1,402.32
$285,472.24
88,347.09 197,125.15

10,853.55
106,676.02

31,251.98
4,406.97

$

A S S“ “E* T“***
S

measured 11" x 15¾ " and was folded.

This page has been reduced in
size . In the original report it

1,866.07

70,000.00
13,456.86
14,000.00
2,324.74
8,069.02

188,529.01

$112,100.00

$

I

$471,591.21

300,629.01

60,000.00

$110,9 6 2.20

EXHIBIT

78
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le s s re tu rn s and allow ances
Deduct - D iscounts allowed
Net sa le s

III

FOR FEDERAL TAXES

ON INCOME

A ppropriation fo r p rio r y e a rs ' tax es on income
Earnings re ta in e d in th e b u sin ess a t end of y ear

Net income fo r th e y ear
Earnings re ta in e d in th e b u sin ess
a t beginning of y ear

PROVISION

net

ON SALE OF AUTOMOBILES

INTEREST EXPENSE,
---------------------------

PROFIT

p er E x h ib it IV:

Net o p eratin g income

S ellin g expenses --------A dm inistrative expenses

OTHER OPERATING. EXPENSES,

G ross o p eratin g income

(In crease) o r decrease in p ro cess in v en to ry
C ost o f goods m anufactured
(In crease)
C ost ino f fin
saish
le sed goods in v en to ry

M anufacturing overhead, p e r E x h ib it

D ire c t mater ia ls
D irect lab o r

COST OF SALES:

SALES,

IN THE BUSINESS

.

5 ,0 72.43

1,400.00

5,567.27

6,4 7 2 . 43

12,039.70

187,456.58
$192,529.01
4,000.00
$188,529.01

$

$

$

$ 12,039.70

.

5,478.82
( 8 8 .4 5)
55,882.25 ($ 4 9,4 0 9 .8 2)

3,850.00
(3,850.00)
61 ,3 61 .07 ($ 49,321.37)

57,511.07 ($ 45,471.37)

21,500.00 (20,100.00)
34,382.25 ( $ 29,309 82)
-------- - -------161,074.33
$195,456.58
8,000.00
$187, 45 6 . 58
$

$

$

$

32,970.27 $ 37,696.14 ($ 4,725.87)
52,846.77
64,741.21 (11,894.44)
$102,437.35 ($ 6 6 , 620.31)

$ 85,817 . 04

$

62,09 1 .68)

.

$159,9.48 42

9 7 , 856. 7 4

.

$ 96,481.99 ($ 26,310.72)
273,108.83
(36,924.71)
166,427.84
(19,943.41 )
$53b,0 18 .6 6 ($ 8 3 ,1 7 8 .8 4 )
( 2 ,4 87 . 17) 16,735.49
$533,531.49 ($ 66 ,443.35)
(28,287.02)
1,269.50
$505 , 244.47 ($ 65,1 7 3.85 )

70,171.27
236,184.12
146,484.43
$452,839 82
14,248.32
$46 7 , 0 88 . 14
(27,017.52)
$

1950 ----------19 49

94$

%

----------

.26

11 . 04.20

2.24$

______

2.24$

6.13$
9 . 82
15.95 %

18.19$

13.04$
43.91
27.23
84.18 %
2.65
8 6 . 83%
(5.02)
81 . 81 %

( . 37)

5 . 1 7%
----------

3.23

.82
8.40 %

.58

9 . 22%

8.64$

5.67$

9 . 73
15.40%

24.04$

.

80.21 %
(4.25)
75
96%

14.50$
41.06
25.02
80.58 %

100.88 % 100.83 %
.88
.83
100.00 % 10 0 . 00%

R atio
n et sa le s

This page has been reduced in
size. In the original report it meas
ured 11" x 13⅛ " and was folded.

(93.49)
( 85.25)

(88.42)

(80.38)

(79.07)

(12.54)
(18.37)
(16.22)

(38.82)

(12.45)
(12.90)

(27.27)
(13.52)
(11.98)
(15.52)

Year ended
January 31 ,
In crease o r (d ecrease)
1950
1949
Amount
Percent
$542,646.96 $670,687.95 ($128,040.99)
(19.09 %)
4,719.60
5,495.06
( 775.46)
(14.11)
$537,927.36
$665,192. 8 9 71 127,265 53)
(19.13)

STATEMENT OF INCOME AND EARNINGS RETAINED

CLIENT COMPANY
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EXHIBIT III

CLIENT COMPANY

STATEMENT OF MANUFACTURING OVERHEAD

YEARS ENDED JANUARY 31, 1950 AND JANUARY 31, 1949
1950
Ratio to
direct
Amount
labor

Indirect labor:
Department one
Department two
Department three
Department four
Department five
Department six
Department seven
Department eight
Department nine
Department ten
Depreciation
Oxygen and, gas
Heat, light and power
Department one
Shipping supplies
Department, two
Social security taxes
Insurance
Department three
Department four
Taxes on real and
personal property
Factory expense
Repairs to machinery and
equipment
Department five
Department six
Repairs to buildings
Department seven
Development
Department eight
Car repairs and operation

$ 13,485
9,867
9,790
9,704
9,620
6,458
5,780
1,432
1,384
1,156
$ 68,676
13,912
9,796
7,977
7,224
7,019
6,879
5,245
2,917
2,801
2,560

$ 14,636
5.36%
16,146
5.91
3.47
9,475
8,863
3.25
12,766
4.67
6,138
2.25
6,032
2.21
.49
1,335
1,314
.48
1,012
•37
$ 77,717 28.46%
13,302
4.87
13,546
4.96
10,073
3.69
3.37
9,207
4.52
12,347
1,870
.69
5,796
2.12
3,463
1.27
1.46
3,978
4,421
1.62

Increase
or
(decrease)
($1,151)
(6,279)
315
841
(3,146)
320
(252)
97
70
144
($ 9,041)
610
(3,750)
(2,096)
(1,983)
(5,328)
5,009
(551)
(546)
(1,177)
(1,861)

2,407
1,984

1.02
.84

2,356
1,995

.86
.73

51
(11)

1,505
1,361
1,193
1,175
841
562
243
207

.63
.58
.51
.50
.35
.23
.10
.09

1,031
689
2,498

.38
.25
.91

875
903
239
122

.32
.33
.08
.05

474
672
(1,305)
1,175
(34)
(341)
4
85

$146,484

Total direct labor,
per Exhibit II

5.71%
4.18
4.15
4.11
4.07
2.73
2.44
.61
♦59
.49
29.08%
5.89
4.15
3.38
3.06
2.97
2.92
2.22
1.24
1.18
1.08

1949
Ratio to
direct
Amount
labor

62.02#

$236,184 100,00%

$166,428

60.94%

($19,944)

$273,109 100.00%

($36,925)
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EXHIBIT IV

CLIENT COMPANY
STATEMENT OF OTHER OPERATING EXPENSES
YEARS ENDED JANUARY 31, 1950 AMD JANUARY 31, 1949

1950
1949_
Ratio to
Ratio to Increase
net
net
or
Amount
Amount
sales (decrease)
sales

SELLING EXPENSES:
Salaries and
bonuses
Advertising
Traveling expense
Expenses of commercial
exhibits, etc.
Depreciation of autos
Automobile expenses
Royalties
Social security taxes
Insurance
Heat and light

ADMINISTRATIVE EXPENSES:
Officers’ salaries and
bonuses
Other salaries and
bonuses
Professional fees
Stationery and printing
General expenses
Telephone and telegraph
Traveling expense
Postage
Office expense
Insurance
Provision for bad debts
Depreciation
Social security taxes
Miscellaneous taxes
Heat and light

$21,847
4,248
2,672

4.06%
.79
.50

2,397
531
500
349
217
126
_____ 83
$32,970

.45
.10
.09
.06
.04
.02
.02

$14,825

20,534
2,248
2,186
2,162
2,093
1,884
1,747
1,621
885
672
670
587
569
164
$85,817

$ 24,867
5,396
3,015

2,012
531
912
363
246
250
104

3.74%
.81
.45

($3,020)
(1,148)
(343)
385

(412)
(14)
(29)
(124,
(21

$ 37,696

.08
.14
.05
.04
.04
.02
5.67%

2.76%

$ 18,200

2.74%

($ 3,375)

3.82
.42
.41
.40
.39
.35
.32
.30
.16
.12
.12
.11
.11
.03
9.82%

27,909
3,427
470
4,063
2,055
2,155
1,703
1,748
392
600
624
485
702
208
$ 64,741

4.20
.51
.07
.61
.31
.32
.26
.26
.06
.09
.09
.07
.11
.03

(7,375)
(1,179)
1,716
(1,901)
38
(271)
44
(127)
493
72
46
102
(133)
(44)
($11,854)

15.95%

$102,437

9.73%

15.40%

($16,620)
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The next specimen also reports on the audit of a manufac
turing concern. This corporation is somewhat larger and pro
duces a greater variety of product than the client whose report
preceded this one. Underlining in the original report was in
red but is shown here in black. Features distinguishing this
report include:
1. Discussion of operations on pages 85-89 includes analy
sis of sales by industries on page 87 and is fairly extensive.
Gross profit variations are explained.

2. Book values and insurance coverage of assets are com
pared on pages 93-94.
3. The principal profit and loss statement is both compara
tive and on a 100 per cent basis.
4. Expenses are regrouped in a useful manner in Schedules
2 and 3.
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John Auditor & Co.
JOHN AUDITOR

CHARLES T.

RICHARD C. CREDIT
EDMUND

MEMBERS AMERICAN INSTITUTE OF ACCOUNTANTS

ASSET

NEW YORK
CHICAGO

DEBIT

CERTIFIED PUBLIC ACCOUNTANTS

CLEVELAND

789 EXPLORER BOULEVARD

CHICAGO 8

To the Board of Directors
Anycompany, Incorporated
Chicago, Illinois

Gentlemen:

We have examined the balance sheet of Anycompany,
Incorporated, Chicago, Illinois as of December 31, 1949 and the
related statements of profit and loss and surplus for .the year
then ended. Our examination was made in accordance with gener
ally accepted auditing standards, and accordingly included such
tests of the accounting records and such other auditing proce
dures as we considered necessary in the circumstances.
In our opinion, the accompanying balance sheet and
statements of profit and loss and surplus present fairly the fi
nancial position of Anycompany, Incorporated at December 31,
1949, and the results of its operations for the year then ended,
in conformity with generally accepted accounting principles ap
plied on a basis consistent with that of the preceding year.

Signature

Certified Public Accountants

Dated at Chicago, Illinois
February 7, 1950
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COMMENTS

Anycompany, Incorporated was organized in October, 1903
for the purpose of conducting a general manufacturing
business. It was incorporated under the laws of the State
of Illinois with an authorized capital of 10,000 shares with a par value
of $100.00 each, or $1,000,000.00.
ORGANIZATION

During the period under review, the company was engaged
in manufacturing and assembling parts for other manufacturers from vary
ing kinds and forms of metals.

RESULTS
FROM
operations

A statement of profit and loss for the year ended Decem
ber 31, 1949 in comparison with a similar statement for
the year ended December 31, 1948 will be found in
Exhibit "C".

NET SALES $9,633,309.60 - Net sales for 1949 show an in
crease of $366,990.62 over the net sales of 1948 or 3.96%.
follows:

A comparison of net sales by months for 1949 with 1948

1948

1949
826,087.01
787,304.97
367,748.25
772,017.09
353,546.48
960,546.92
392,314.17
777,395.02
784,643.77
941,748.59
769,786.30
901.814.03

January
February
March
April
May
June
July
August
September
October
November
December
Total - Net of Returns and
Allowances
Discounts Allowed

Net Sales

JOHN auditor

INCREASE
(DECREASE)

723,902.10
7$5,264.61
938,210.44
828,857.74
740,002.15
928,081.27
451,267.55
765,892.34
714,264.27
796,144.82
822,943.97
773.633.75

102,184.91
2,040.36
(70,462.19)
(56,840.65)
113,544.33
32,465.65
(58,953.38)
11,502.68
70,379.50
145,603.77
(53,157.67)
128.180.28

9,634,952.60
1.643.00

9,268,465.01
2.146.03

366,487.59
(503.03)

9,633,309.60

9,266,318.98

366,990.62

& co., certified public accountants
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A comparison of net sales by process for 1949 and 1948

follows:

INCREASE
(DECREASE)

1949

1948

Sundry

332,401.68
2,520,114.59
2,693,246.70
469,069.64
372,608.72
532,022.03
351,442.19
556,016.11
1,738,633.19
69,342.75

369,138.77
996,516.47
3,433,932.87
785,887.94
456,328.89
492,240.17
480,522.47
792,005.40
1,424,375.23
37,516.80

(36,737.09)
1,523,598.12
(740,686.17)
(316,818.30)
(83,720.17)
39,781.86
(129,080.28)
(235,989.29)
314,312.96
31,825.95

Total - Net of Returns
and Allowances
Discounts Allowed

9,634,952.60
1,643.00

9,268,465.01
2,146.03

366,487.59
(503.03)

9,633,309.60

9,266,318.98

366,990.62

Process No. 1
"
" 2
"

"

"

" 4
" 5
" 6

it
it
"

"
"

3

"

7

"

8

"

9

Net Sales

follows:

A comparison of net sales by product for 1949 and 1948
INCREASE
(DECREASE)

1949

1948

Product No., 1
"
"
2
"
"
3
"
"
4
"
"
5
"
"
6
"
"
7
"
"
#
"
"
9
Unclassified

1,787,002.96
43,337.04
1,548,078.06
645,377.24
526,432.69
2,582,810.70
927,028.85
133,347.26
276,648.86
1,164,888.94

2,475,539.84
111,297.96
1,853,958.88
922,488.83
371,725.36
932,132.70
1,245,728.70
338,126.93
246,833.22
770,632.59

(688,536.88)
(67,960.92)
(305,880.82)
(277,111.59)
154,707.33
1,650,678.00
(318,699.85)
(204,779.67)
29,815.64
394,256.35

Total - Net of Returns
and Allowances
Discounts Allowed

9,634,952,60
1,643.00

9,268,465.01
2,146.03

366,487.59
(503.03)

9,633,309.60

9,266,318.98

366,990.62

Net Sales

JOHN AUDITOR & CO., CERTIFIED PUBLIC ACCOUNTANTS

Specimen Long-Form Reports

87

FOLIO 5

follows:

A comparison of net sales by industry for 1949 and 1948

INCREASE
(DECREASE)

1949

1948

Industry No. 1
"
" 2
"
" 3
"
"4
"
" 5
"
" 6
General

3,415,360.78
2,432,036.99
$75,152.89
• 741,208.17
262,157.12
42,603.61
1,865,933.04

1,717,733.48
2,425,277.93
949,700.55
1,293,192.66
464,782.95
85,187.01
2,332,590.43

1,698,127.30
6,759.06
(74,547.66)
(551,984.49)
(202,625.83)
(42,583.40)
(466,657.39)

Total - Net of Returns
and Allowances
Discounts Allowed

9,634,952.60
1,643.00

9.268.465.01
2,146.03

366,487.59
(503.03)

9,633,309.60

9,266,318.98

366,990.62

Net Sales

COST OF SALES - $7,704,928.25 - The ratio of cost of sales
to net sales increased from 78.85% for 1948 to 79.98% for 1949 a difference
of 1.13%

A detailed comparison of cost of sales for 1949 with that
of 1948 is shown in Exhibit "D". A condensed summary for the two years
follows:
INCREASE
(DECREASE)
1948
1949

Raw Material Used
Ratio to Manufacturing Cost
Factory Wages:
Productive labor
Ratio to Manufacturing
Cost
Indirect labor
Ratio to Manufacturing
Cost
Total Factory Wages
Ratio to Manufacturing
Cost
Factory Expenses
Ratio to Manufacturing Cost
Total Manufacturing Cost
Total of Ratios Shown
Above
Work in Process Inventory
Variation
Total Cost of Sales
Ratio to Net Sales

3,459,531.33
45.26%

2,707,681.96
36.99%

751,849.37
8.27%

2,453,764.97 2.684.929.96

(231,164.99)

32.10%
1,131,061.72

36.68%
1,270,180.81

(4.58%)
(139,119.09)

14.80%
3,584,826.69

17.35%
3,955,110.77

(2.55%)
(370,284.08)

46.90%
599,437.03
7.84%
7,643,795.05

54.03%
657,153.22
8.98%
7,319,945.95

__ (7.13%)
(57,716.19)
_ (1.14%)
323,849.10

100.00%

100.00%

61.133.20
7,704,928.25
79.98%

(13,541.56)
7,306,404.39
78.85%

JOHN AUDITOR & CO., CERTIFIED PUBLIC ACCOUNTANTS
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GROSS PROFIT - $1,928,381.35 - This amount shows a de
crease of $31,5.33*24 from the gross profit of $1,959,914.59 for 1948.
This decrease was due to the following general causes:

Decrease Due to Increase
in the Ratio of Cost
of Sales of 1.13%
Less: Increase due to
increase in net sales
of $366,990.62

109,155.25
77.622.01

Net Decrease in Gross Profit

, 31,533.24

SELLING EXPENSES - $510,772.28 - This amount shows an
increase of $2,155.04 over the $508,617.24 selling expenses of 1948.
A detailed comparison of the selling expenses for 1949
and 1948 is shown in Exhibit "E". Items in which the principal changes
occurred are shown as follows:
INCREASE
(DECREASE)
1948
1949

Sales Promotion
Sales Representatives Commissions
Salesmen’s Salaries
Salesmen’s Expenses
Sales Engineering Salaries
Other Items

37,766.58
116,067.22
116,655.15
152,472.81
59,235.79
28,574.73

13,311.62
144,474.60
129,728.07
142,412.00
53,093.26
25,597.69

24,454.96
(28,407.38)
(13,072.92)
10,060.81
6,142.53
2,977.04

Ratio to Net Sales

510,772.28
5.30%

508,617.24
5.49%

2,155.04
(.19%)

GENERAL EXPENSES - $679.577*74 - There was a decrease of
$33,604.34 in the -general expenses for 1949 from the expenses of 1948.

A detailed comparison of the general expenses for 1949 and
1948 appears in Exhibit "E". A summary, showing the accounts in which
major changes occurred, follows:

Administrative Officers Salaries
Office Salaries
Other Group Insurance
Stationery and Office Supplies
Donations
Provision for Bad Debts
Other Items
Ratio to Net Sales

1949

1948

INCREASE
(DECREASE)

82,608.79
359,306.16
22,207.81
22,751.88
17,586.45
175.116.65

65,271.25
371,594.62
34,453.88
27,367.71
21,959.20
10,500.00
182,035.42

17,337.54
(12,288.46)
(12,246.07)
(4,615.83)
(4,372.75)
(10,500.00)
(6,918.77)

679,577.74
7*06%

713,182.08
7.70%

(33,604.34)
(.64%)

JOHN AUDITOR & CO., CERTIFIED PUBLIC ACCOUNTANTS
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The net earnings for 1949, after making provision for
current year federal income taxes, but before extraordinary items and
prior year adjustments, amounted to $452,449.15 or $45.24 per share for
the stock outstanding at December 31, 1949, compared with net earnings
of $445,541.44 or $44.55 per share for the preceding year.

CHANGES IN
FINANCIAL
POSITION

The financial position of the company as at December 31,
1949 is compared with its position as at December 31, 1948
in the condensed statement following:
YEAR ENDED
31.
.... DECEMBER
1948

Current Assets:

INCREASE
(DECREASE)
155,324.58

Cash on hand and in bank
Receivables, less reserve
for bad debts
Inventories

703,618.95

548,294.37

1,210,792.22
1,059,290.01

1,041,103.86
1,377,259.16

Total Current Assets

2,973,701.18

2,966,657.39

7,043.79

436,013.96

290,634.65

145,379.31

179,456.42
288,081.57

178,815.55
294,952.61

903,551.95

764,402.81

139,149.14

2,070,149.23
3.29 to 1

2,202,254.58
3.88 to 1

(132,105.35)

68,579.99

65,842.25

4,013.36

4,701.87

(688.51)

47,572.10

51,714.53

(4,142.43)

1.222.471.77
3,412,786.45

1,235.824.07
3,560,337.30

(13.352.30)
(147,550.85)

3,412,786.45

75.305.30
3,485,032.00

(75.305.30)
(72,245.55)

1,000,000.00
2.412.786.45
3,412,786.45

1,000,000.00
2.485.032.00
3,485,032.00

(72,245.55)
(72,245.55)

. 348.50

(7.22)

Current Liabilities:
Accounts payable

Accruals -

Payroll, general taxes,
insurance, etc.
Federal taxes on income
Total Current
Liabilities

Net Working Capital
Working Capital Ratio

Cash Surrender Value of Life
Insurance
Equipment in Process of
Construction and on Order
Prepaid Values and Deferred
Charges
Plant and Equipment, Less
Reserves for Depreciation
Reserve for Replacement of
Fully Amortized Buildings
and Equipment
Stockholders’ Equity
Equity Represented By:
Common stock (10,000 shares)
Earned surplus
Stockholders’ Equity
Book Value of Common Stock
Per Share

341.28 .... .

JOHN AUDITOR & CO., CERTIFlED PUBLIC ACCOUNTANTS

169,688.36
{317,969.15)

640.87
(6,871.04)

2,737.74

90

Long-Form Report Practice

FOLIO 8

The working capital at December 31, 1949 was $2,070,149.23
as compared with $2,202,254*5# at December 31, 1948, a decrease of
$132,105.35. The ratio of current assets to current liabilities also
shows a decrease from a ratio of 3.88 to 1 for 1948 to a ratio of 3.29 to
1 for 1949.

The cause of the decrease in working capital is indicated
in the following summarized statement which shows the source of funds pro
vided and the application of such funds for the year ended December 31,
1949:
Source of Funds:
Net transferred to surplus
(Exhibit "C")
Less: Transfer from reserve
for replacement of fully
amortized buildings and
equipment
Add: Charges therein not
representing current cash
disbursements Provision for depreciation
Gain on disposal of fixed
assets
Realized from disposal of
fixed assets
Decrease in prepaid values and
deferred charges

Funds Applied:
Increase in cash surrender value
of life insurance
Additions to equipment
Less: Decrease in equipment
on order and in process of
construction
Dividends paid
Excess of Funds Applied over
Funds Provided, Representing
a (Decrease) in Working
Capital

527,754.45

75,305.30

452,449.15

99,823.97

(510.00)

99,313.97

551,763.12
964.17

2,737.74

86,925.84
688.51

86,237.33
600,000.00

688,75.07

(132,105.35)

CASH ON HAND

And IN BANKS

The cash balances at December 31, 1949 follows:

In Banks:
Downtown National Bank and Trust
Company, Chicago
Another Trust and Savings Bank,
Chicago
Neighborhood Bank, Chicago Payroll and petty cash accounts
Petty Cash and Postage Funds
JOHN AUDITOR & CO., CERTIFIED PUBLIC ACCOUNTANTS
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CUSTOMERS ACCOUNTS $958.614.65 - The accounts were aged
RECEIVABLES by billing dates as follows:

MONTH OF BILLING
December 1949
November 1949
October
1949
September 1949
August
1949
July
1949
June 1949 and Prior

759.21

827,091.54
62,369.31
61,878.79
2,416.48
32.77
639.42
4,136.34

% TO
TOTAL
36.23
6.51
6.46
.25
.01
.06
.43

12,982.97

958,614.65

100.00%

DOMESTIC
816,348.42
61,109.97
61,657.49
2,416.48
82.77
639.42
3,377.13

FOREIGN
10,743.12
1,259.34
221.30

945,631.68

TOTAL

Statements were mailed by us to the customers with requests
that we be advised of any differences. A few replies were received in
dicating differences of small amounts which we found to be in the process
of adjustment.

CUSTOMERS COMPLETED DIES - UNBILLED $21,170.26 - It has
been the practice of the company, in connection with dies made for cus
tomers, to set up each month as charges against the customers the value
of dies completed, but to send no bills to the customers until completed
sets of dies are ready for production.
RENEGOTIATION AND INCOME TAX REFUND CLAIMS $233,306.02 This represents the renegotiation rebates and income tax refunds due to
the company because of accelerated amortization of equipment purchased
on Certificate of Necessity, and other adjustments as summarized below:

Calendar Year 1942
Calendar Year 1943
Calendar Year 1944

Total Due to Accelerated
Amortization

NET
RENEGOTIATION
REBATES

INCOME TAX
REFUNDS

TOTAL

4,482.20
49,254.61
44,315.57

3,839.51
37,544.35
35,656.20

8,321.71
86,798.96
79,971.77

98,052.38

77,040.06

175,092.44

63,713.58

63,713.58

140,753.64

233,306.02

Due to Allowances, Reversion of
Executives Bonus, Etc. Calendar Year 1945
98,052.38

JOHN AUDITOR & CO.. CERTIFIED PUBLIC ACCOUNTANTS

Long-Form Report Practice

92

FOLIO 10

EMPLOYES' ACCOUNTS $3,703.98 - This amount was due from
employes for group insurance premiums advanced, and was deducted from
wages in January 1950.

follows:

SUNDRY ACCOUNTS $18,036.34 - The detail for this account

Scrap Metal Sold and Charges to
Vendors for Returns
Deposit with American Air Lines, Inc.
Advances to Insurance Company in
Excess of Annuity Premiums Due
Illinois Motor Fuel Tax Refund
Miscellaneous

10,323.57
425.00
6,019.97
1,134.45
133.35

18,036.34

RESERVE FOR BAD DEBTS $29.539.03 - The receivables were
reviewed, with the management and it appears that this reserve will prove
sufficient to provide for any losses that may be sustained in the pro
cess of collection. A summarized statement of the changes in the re
serve during the period under review follows:
Balance, December 31, 1948
Bad debts recovered
Bad debts charged off
Balance, December 31, 1949

32,256.02
6,697.89
38,953.91
9.414.88
29,539.03

RAW MATERIALS $642,270.27 - The inventory of raw materials
and operating supplies was based upon detailed perpetual
inventory records which were controlled by independently
operated inventory accounts in the general books. Physical quantities
were tested by company employes during the month of December but a com
plete physical inventory was not taken at the year end. Test counts by
us revealed no difference of consequence. The inventory was priced at
average cost, which was not in excess of market.

INVENTORIES

WORK IN PROCESS $417,019.74 - The inventory of work in
process was based upon physical count and was priced at estimated stand
ard cost. We reviewed the methods and formulas used in determining stand
ard costs and it appears that proper provision had been made for materials
labor and overhead for all operations completed at the date of the in
ventory.
MISCELLANEOUS
ASSETS

CASH SURRENDER VALUE OF LIFE INSURANCE $68.579.99 - The
company was the beneficiary of policies insuring the life
of its president for a total of $125,000.00. The cash
surrender value accrued at December 31, 1949 amounted to
$68,579.99.
JOHN AUDITOR & CO., CERTIFIED PUBLIC ACCOUNTANTS
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EQUIPMENT IN PROCESS OF CONSTRUCTION AND ON ORDER
$4.013.36 - Advance deposits on equipment on order and costs incurred
on account of equipment being constructed or installed in the plant
totaled the above amount.

INSURANCE PREMIUMS $33.247.05 - Of this amount, $875.80
PREPAID VALUES represents prepaid premiums on life insurance policies
AND DEFERRED of which $507.76 was to be charged to cash surrender
CHARGES value of life insurance as the premiums expired. The
balance represents prepaid premiums on policies for the
following insurance: Fire and extended coverage; windstorm and hail;
lightning; riot and civil commotion; sprinkler leakage; business in
terruption; steam boiler; fire, theft, liability and property damage
on automobiles and trucks; messenger and interior robbery; open stock
burglary; and fidelity bonds.
The balance sheet values of the following insurable
assets are shown in comparison with the fire and extended coverage,
windstorm and hail, lightning, and riot and civil commotion insurance
carried thereon in blanket policies:

Inventories
Customers' Dies Unbilled
Buildings, Machinery,
Equipment and Fixtures
Blanket Policies on Sprink
lered Properties and
Contents
Blanket Policies on Non
sprinklered Properties and
Contents
Property in Company Trucks and
Other Cars
Property in Custody of Others
(Limit Each Loss)
Residence Building No. 1
Residence Building No. 2
Residence Building No. 3

COST, LESS
FULLY AMORTIZED

DEPRECIATED
COST

1,059,290.01
21,170.26

1,059,290.01
21,170.26

1,925,337.97

1,113,366.12

INSURANCE
CARRIED

3,345,000.00

213,500.00

17,000.00
25,000.00

3,005,793.24 2,193,326.39 4,100,500.00
None
None
3,000.00
None
None
7,000.00
______ 2,719.96______ 1.304.05______ 3.600.00
3,003,513.20

2,195,630.44

JOHN AUDITOR & CO., CERTIFIED PUBLIC ACCOUNTANTS
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Sprinkler leakage coverage on the aforementioned assets
totaled $769,000.00 and business interruption coverage totaled $4,895,000.00.

In accordance with company policy all fixed assets that had
been fully depreciated, though still in use, except those that became fully
depreciated during the current period, have been eliminated on the books
from both the cost and reserve, and are not included in the foregoing cost
figures.

PATENT $432.56 - This represents the unamortized portion of
the total cost of United States patent No. 2,100,042 which expires
November 23, 1954.
MISCELLANEOUS $8,892.49 - The detail of this balance follows:

Fuel Inventory
Credit Service
State Franchise Taxes
Company’s Share of Employes’ Health
Accident and LifeInsurance Premiums
Licenses
Rents
Unamortized Portion of Cost of Installing
Equipment Necessary to Achieve Single
Unit Billing of Electricity for all
Buildings and Plant
Unamortized Portion of Cost of Rebuilding
Equipment Rented Under Lease
Unamortized Portion of Cost of Installing
Conduit in Street Between Buildings

1,053.38
380.00
250.00

3,097.71
612.22
380.00

522.99

187.21
2,408.98
8,892.49

FIXED
ASSETS

At December 31, 1949 the depreciated cost of fixed assets
was $1,222,471.77. A summarized analysis of changes in the
various fixed asset accounts and their related reserves for
depreciation will be found in Schedule 1.

Provision for depreciation of fixed assets for the period
under review has been made at the same rates that were in effect for the
preceding year.
The company has continued its policy of eliminating from
the respective assets and reserve accounts, during the current year, the
cost of all fixed assets which had become fully amortized through
accumulated annual provision for depreciation during the preceding year.

ACCOUNTS
PAYABLE

TRADE CREDITORS $304,892.75 - This amount represents the
total due on account of current purchases from trade
creditors.

CUSTOMERS’ CREDIT BALANCES $6.344.46 - This amount was due
customers for returns, allowances and other credits in excess of current
charges.
JOHN AUDITOR & CO.. CERTIFIED PUBLIC ACCOUNTANTS -
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OFFICERS' AND EMPLOYES' ACCOUNTS $18,027.39 - Of this amount
$1,687.31 was for miscellaneous credits; $9,250.35 was for the balance due
on account of sales and other commission accruals as adjusted at the year
end; and $7,089.73 was for accruals of compensation determined under ex
isting contracts with certain officers and employes of the company and pay
able in accordance with the terms thereof.
EMPLOYES’ CREDITS FOR U. S. SAVINGS BONDS $1,516.72 - At
December 31, 1949, credits to employes to be used for the purchase of
U. S. Savings bonds for their accounts totaled $3,222.97. As an offset,
blank bonds with an aggregate cost of $1,706.25, which had been purchased
by the company were held for issuance to employes as sufficient credits
accumulated in their accounts.
EMPLOYES' INCOME TAX WITHHELD $65.416.71 - The unremitted
amount of withholdings from employes’ salaries and wages on account of
federal income tax totaled the above amount.

SUNDRY ACCOUNTS $39.339*93 - This balance includes com
missions payable to sales representatives who were not employes, royalties
due and accrued, and other sundry amounts.
ACCRUALS

SALARIES AND WAGES $65.796.36 - As evidenced by the payroll
records this amount, payable subsequent to December 31, 1949,
was accrued at that date.

INSURANCE $5,317.00 - This amount is made up of $5,227.00
accrued on account of workmen’s compensation and public liability insurance
and $90.00 for parcel post insurance.

TAXES $339.520.35 - The accrued taxes are detailed in the
balance sheet, Exhibit ”A”.
The company’s federal income and excess-profits tax returns
for the calendar years 1942 to 1943, inclusive, are now in the process of
being examined by the Bureau of Internal Revenue. The adjustments to
taxable net income suggested by the agent of the Bureau as a result of his
examination though tentative, indicate that the amount of any additional
tax, or reduction of claims filed, will be comparatively nominal.
MISCELLANEOUS $6.903.28 - This item includes provision for
the cost of water, gas and electricity consumed but not billed to the
company.

RESERVES

The reserve for replacement of fully amortized buildings and
equipment, which had a balance of $75,305.30 was closed by
transfer as an addition to net income for the year.

JOHN AUDITOR & CO., CERTIFIED PUBLIC ACCOUNTANTS
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CAPITAL
STOCK

All of the 10,000 shares of authorized common stock were
issued and were outstanding at December 31, 1949.

SURPLUS

Changes in the surplus account during the year under review
are shown in Exhibit "B".

JOHN AUDITOR & CO., CERTIFIED PUBLIC ACCOUNTANTS

-

-

material's

-

Based on

_

fixtures

fixtures
vehicles

and
Motor

23,088.46
824 , 002 .15

80,686.58

374,138.75
287,235.20
47,738.77

Jo h n Au

&

d i t or co.,

o
m

ce rtif ie d

t _

38,247.05
432.56
8.892.49

4.013.36

68,579.99

public a c c o u n t a n t s

therein.

o f February 7 ,
1950

23,407.99
13.097.12

1,222,471.7 7

185,574.56
1.00

94,204.48
550,579.65
298,878.24
56,728.73

-

EXHIBIT "A"

4 , 316, 338.40

1 , 222,471.77

47,572.10

72,593.35

2,973,701.18

29 , 539.03 1,210,792.22

703,618.95

Deprec i ation ______ Ne

-----------------------------------------------

46,496.45
24, 211. 51

2 , 046 , 473.92

266,261.14
1.00

.

Reserve fo r

Accompanying and forming part o f our report
and subject to the c m ents contained

Patterns and dies
O ffice furniture

and

Prepaid Values and Deferred Charges:
Insurance premiums
Patent
Miscellaneous
Cost
Less: Fully
Fixed Assets:
Amortized
Land and land
improvements
94,204.48
Buildings
924,718.40
Machinery
586,113.44
Ovens
104,467.50
Factory furniture

Miscellaneous Assets:
Cash surrender value of lif e insurance
Equipment in process o f construction
and on order

417.019.74

642,270.27

238,806.02
3,703.98
18 ,036.34
1,240,331.25

21,170.26

958,614.65

1.059.290.01

31 , 1949

A SSETS

DECEMBER

BALANCE SH EET

tested
Work in process - Physical count,
priced at estimated cost

ventcry records, priced
at cost or market, whichever
lower - Physical quantities

controller perpetual in -

Raw

Inventories

Deduct: Reserve for bad debts

Renegotiation and income tax
refund claims
Employes’ accounts
Sundry accounts

se ts

-

Current Assets:
Cash on hand and in banks
-Receivables
Customers’ accounts
Customers’ completed dies
Unbilled charges on partial

INCORPORATED

CHICAGO. ILLINOIS

ANYCOMPANY

-

-

and wages

LIABILITIES

288,081.57

75,000.00
12,762.05
13,326.49

AND CAPITAL

1,000,000.00
2.412.786.45

4,316,338.40

3,412,786.45

903,551.95

39 , 889.93 436,013.96

350.74 389,520.85
467 , 537.99

_ 6 , 903.28

65,796.86
5,317.00

1,516.72
65,416.71

304,818.75
6,344.46
18,027.39

This page has been reduced in
size. In the original report it
measured 11" x 18⅝" and was folded.

Earned surplus (Exhibit "B")

-

$100.00 par value Authorized and issued 10,000 shares

Comm
on stock

Capital:

Federal excise ta x
Miscellaneous

1949

Real estate and personal
property
Federal old age benefits
Unemployment insurance
Federal taxes on i ncome -

Taxes

Insurance

Salaries

Accruals

-

Current L ia b ilitie s :
'----------------Accounts payable
Trade creditors
Customers’ credit balances
O fficers ’ and employes’ accounts
Employes’ credits for 0. S. Savings bonds
3,222.97
Less: Bonds on hand to apply
1.706.25
Employes’ income tax withheld
Sundry accounts

Specimen Long-Form Reports
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EXHIBIT "B"
ANYCOMPANY, INCORPORATED
CHICAGO, ILLINOIS
SURPLUS STATEMENT
FOR TWELVE MONTHS ENDED DECEMBER 31, 1949

Balance, December 31, 1948

2,435,032.00

Add:
Net transfer to surplus for the twelve months
ended December 31, 1949 (Exhibit "C")

527,754.45
3,012,736.45

Deduct:
Dividends paid January 24, 1949
December 21, 1949

300,000.00
300,000.00

Balance, December 31, 1949

Accompanying and forming part of our report of February 7, 1950
and subject to the comments contained therein.
JOHN AUDITOR & CO., CERTIFIED PUBLIC ACCOUNTANTS

600,000.00
2,412,786.45

EXHIBIT " C"
-------------- -

-

-

679,577.74

a s s e ts

2,499.39

274.06
8 95.10
70.20
750.03
510.00

J O H N AUDITOR &

75,305.30

.76
72.55
100,000.00

100,072.55

445,541.44

4.70

452,449.15

1,221,799.32
738,115.27

2,378.78
740,494.05
294,952.61

535.77
160.85
696.62

3,075.40

170.02
907.09
188.80
1,809.49

508,617.24
713,182.08

1,959,914.59

279,054.41
9,266,318.98
7 , 306 , 404.39

7.69
2.99

.03

7.66

12.36

276,908.38
2,146.03

740,530.72
266,061.57

2,499.39

1,190,350.02
738,031.33

20.02

79.9 8

100.00%

31, 1948

9,545,373.39

DECEMBER

t

1.08
5.89

4 . 81

7.99
3.18

.03

13.19
7.96

21.15

78.85

100.00%

RATIO TO
NET SALES

FOR TWELVE MONTHS ENDED

ACCOUNTANTS

527,754.45
5.46
545,613.99
re p o rt o f February 7, 1950 and su b ject to th e comments contained h e re in .

CO., CERTIFIED PU BLIC

Net T ransfer to Surplus (E xhibit " B" )
Accompanying and forming p a rt of our

T ransfer from contingent reserv e

Net

P ro fit before Federal Income Taxes
P rovision fo r Federal Income Taxes
Net P ro fit fo r Year before E xtraordinary Item s
E xtraordinary Item s and Adjustments to P rio r Y ears:
T ran sfer from reserv e fo r replacem ent o f f u lly
am ortized buildings and equipment
Adjustment to agree fe d e ra l income ta x lia b ility
fo r 1947, w ith amount shown on ta x re tu rn

Loss on d isp o sal of fix ed
T o tal Other Deductions
Net Other Income

In te re s t paid

Deductions

R o y alties received
Gain on d isp o sal o f fix ed a s s e ts
T o tal Other Income

Unclaimed wages

In te re s t received
Net re n ta l income

Income

O perating P ro fit
Other Income and Deductions:

G eneral expenses

S e llin g and General Expenses (E xhibit " E" ):
S ellin g expenses
510,772.2 8

S ales

1,92 8 ,301.35

on

P ro fit

Gross

Net S ales

Cost of S ales (E xhibit " D" )

273,703.36

9,907,012.96

FOR TWELVE MONTHS ENDED
DECEMBER 31 , 1949
RATIO TO
________________________ NET SALES

272,060.36
1,643.00

I

9,633,309 . 60
7,704,92 8 .25

Less:
R eturns and allow ances
D iscounts allowed

Gross S ales

i

ANYCOMPANY, INCORPORATED
ch cago, llinois----COMPARATIVE PROFIT AND LOSS STATEMENT

(72.55)
(100,000.00)

(535.77)
(160.85)
(696.62)

(576.01)

104.04
(11.99)
(118.60)
(1,059.46)
510.00

2,155.04
(33,604.34 )

(17,859.54)

( .4 1 )

(1.08)

.78

75,305.30
(100,072.55)

(.11)

(.30)
(.1 9 )

(.30)

( . 83)

(1.13)

1.13%

RATIO TO
NET SALES

6,907.71

(6,871.04)

120.61
36.67

(31,449.30)
(83.94)

(31,533.24)

(5,351.05)
366,990.62
398,523. 8 6

3 6 1 , 6 3 9 .5 7

INCREASE OR (DECREASE)

This page has been reduced in
size. In the original report it
measured 11" x 18⅝" and was folded.
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ILLINOIS

_________ DECEMBER 31.1949

.
,

J O H N A UD ITOR & C O C ERTIFIED PU BLIC ACCOUNTANTS

Inventory o f work in process a t
end of period
Cost of S ales (E xhibit " C")
R atio to Net S ales

Deduct:

Inventory o f work in process a t
beginning o f period

Add:

-

79.98%

7,704,928 . 25

417 , 019.74

478.152.94
8,121,947 . 99

,

M aterials Used:
Inventory a t beginning of period
899 , 106.22
Purchases
3,403,486.15
F reig h t and cartage inward
46,578.97
Scrap sa le s
(230,174.82)
Purchase discounts
(17.194.9 2)
4,101,801.60
Inventory a t end o f period
642 , 270.27
T o tal M aterials Used
3,459,531 . 33
Factory Wages:
Productive labor
2,453,764 . 97
Superintendence and in d ire c t lab o r
1.131.061.72 _
T o tal Factory Wages
3,584,826.69
Factory Expenses:
Provision fo r d ep reciatio n
94,361.95
A dditional provision fo r replacem ent
o f fu lly am ortized b u ild in g s and
equipment
R epairs and maintenance of equipment
67,468.00
R epairs and maintenance of buildings
21,167.05
Power and lig h t
83,861.66
Insurance - Factory
12,378.78
Fuel
55,308.02
Water
13,175.83
R o y alties
1,760.10
Taxes and lic e n se s
88,842.57
S o cial se c u rity tax es
52,856.25
L ia b ility insurance
1 3 ,615.61
Factory su p p lies
47,848.76
Contingent m anufacturing expense
1,921.54
Employes' w elfa re
16,510.74
Ja n ito r expense
1,621.63
Rent
7,712.86
M iscellaneous facto ry expense
19 , 025.68
T otal Factory Expenses
_5 99, 437.0 3
T otal M anufacturing Cost
7 ,6 4 3 , 795 . 05

Raw

EXHIBIT. "D"

7
.8
4
1
0
0
.0
0

14 . 80
4 6 .9 0

32.10

45.26%

Ratio to
MANUFACTURING
COST____

FOR TWELVE MONTHS ENDED

COMPARATIVE COST OF SALES STATEMENT

CHICAGO,

ANYCOMPANY, INCORPORATED

-

478,152.94

464.611.38
7,784,557.33

8 .9 8

100 . 00

(231,164.99)
(139.119.09)

(3 , 866.08)

(24,694 . 10)
(5 ,4 4 4 .6 7 )
(5,742.10)
2,893.17
(154.38)
(8,286.86)
990.87
439.13
24,414.33
(7,534.31)
(25,670.67)
(5,694.69)
757.35
(1,775.00)
7.24
1,040.50)
657.153.22
7,319,945 . 95

.

24,694.10
72,912.67
26,909.15
80,968.49
12,533.16
63,594.88
12,184.96
1,320.97
64,428.24
60,390.56
39,286.28
53,543.45
1,164.19
18,285.74
1,614.39
8,753.36
22 , 891.76

36.68
17.35
54.03

36.99%

(

283,449.84
199,748.09
10,271.12
(285.97)
1 , 830.34
495,013.42
256 , 835.95)

—

RATIO TO

(4.58%)

8.27%

.

56

-

1 . 13%

398,523.86

(61,133*20)

1 3 , 541

337,390*66

-

( 5 7 ,7 1 6 , 1 9 ) ( 1 . 14%)
323,849 . 10

(370,284.08)

751,849.37

MANUFACTURING
COST______

INCREASE OR (DECREASE)

2,685.08

3,955,110.77

2,707,681.96

------------- COST

MANUFACTURING

----------- RATIO TO

31, 1948

91,676.87

2,684,929.96
1.270.180.81

899.106.22

(229,888.85)

DECEMBER

615,656.38
3,203,738.06
36,307.85

___

FOR TWELVE MONTHS ENDED

This page has been reduced in
size. In the original report it
measured 11" x 18⅝" and was folded.
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ILLIN O IS

EXHIBIT "E"

and su b ject

13,581.03.

,

82,608.79
359,306.16
39,706.19
22,207.81
5,847.73
38 465.81
4,694.11
22,751.88
23,408 . 59
6,988.35
3,224.77
14,003.10
15,000.00
17,586.45
510.00
4,545.42
2,058 . 06
2,094.57
988.92

8,508.35
37,766.58
116,067.22
116,655.15
152,472.81
275.89
2,056.46
(666.96)
18,400.99
59 , 235.79

J O H N AUDITOR &

CO., CERTIFIED PU BLIC

-

ACCOUNTANTS

7.06

5.30%

1,190,350.02 12.36

679,577.74

510,772.28

.

4,405.89
1,796.89
2,081.68
2,882.33
10,500.00
16,712.52

65,271.25
371,594.62
40,330.96
34,453.88
6,09 5.82
39,863.93
4,108.54
27,367.71
22,830.00
8,074.06
3,639.88
13,702.92
15,000.00
21,959.20
510.00

16,283.20
53 , 093.26

929 36

5,861.03
13,311.62
144,474.60
129,728.07
142,412.00
281.61
2,242.49

1,221,799.32

713,182.08

13.19

7.70

5.49%

------ ... NET

508,617.24

_____________________ .................... ---------

p art o f our re p o rt o f February 7 , 1950
comments contained th e re in .

to th e

Accompanying and form ing

T o tal S e llin g and General Expenses

T o tal General Expenses

A dm inistrative o ffic e rs ’s a la rie s
O ffice s a la rie s
Group annuity insurance
Other group insurance
S ocial se c u rity tax es
Telephone and teleg rap h
Postage
S tatio n ery and o ffic e supplies
Rent of ta b u la tin g equipment
Dues and su b scrip tio n s
C ollection and exchange
Legal and accounting fees
O ther serv ice fe e s
Donations
Franchise tax es
P rovision fo r d ep reciatio n of o ffic e
fu rn itu re and fix tu re s
R epairs and maintenance of o ffic e
fu rn itu re and fix tu re s
O fficer ’ s l i f e insurance
P re sid e n t ’ s expense
Provision fo r bad debts
M iscellaneous g en eral expense

General Expenses:

A dvertising
Sales promotion
Sales re p re se n ta tiv e s commissions
Salesmen ’ s s a la rie s
Salesmen ’ s expenses
Insurance
S o cial se c u rity tax es
P arcel p o st, express, fre ig h t and
cartag e outward
Auto d eliv ery expense
S ales engineering s a la rie s
T o tal S ellin g Expenses

S ellin g Expenses:

DECEMBER

(1,893.41)
(10,500.00)
(3,131.49)

139.53
261.17
12.89

(4,372.75)

17,337.54
(12,288.46)
(624.77)
(12,246.07)
(248.09)
(1,398.12)
585.57
(4,615.83)
578.59
(1 , 085.71)
( 415.11)
300.18

2,647.32
24,454.96
(28,407.38)
(13,072.92)
10,060.81
(5.72)
(186.03)
(1,596.32)
2,117.79

6 , 142.53

—

(31,449.30)

(33,604.34)

2,155,04

(.83)

(.6 4 )

(.19%)

.

INCREASE OR (DECREASE)
-------------------RATIO TO
.
----------- _
NET SALES

-------------------------------------------------------------

measured 11" x 16" and was folded.

This page has been reduced in
size. In the original report it

FOR TWELVE MONTHS ENDED
RATIO TO __________ DECEMBER 31, 1948__________
_________________________ NET SALES
RATIO TO

31 , 1949

FOR TWELVE MONTHS ENDED

COMPARATIVE STATEMENT OF SELLING AND GENERAL EXPENSES

CHlCAG O ,

ANYCOMPANY, INCORPORATED

Specimen Long-Form Reports
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11,612.99

1,057.97

37,903.63

4,937.10

1,980,260.40 86,925.84

12,598.52

45,733.33

1.00

238,968.05

99,530.40

555,222.89 31,414.15

ADDITIONS

480.60

480.60

20,231.72

,

J O H N AUDITOR & CO.

CERTIFIED PUBLIC

ACCOUNTANTS

p a rt of our rep o rt of February 7 , 1950
and subject to th e comments contained th e re in .

Accompanying and forming

The

294.85

10,610.54

586,113.44

43.00

31, 1948

744,436.33

2,046,473.92

99,823.97

3,637.98

4,545.42

18,832.94

10,130.48

33,912.16

28,764.99

26.43

26.43

287,235.20

43.00

20,231.72

294.85

824,002.15

11,114.39

23,088.46

80,686.58

47,738.77

374,138.75

315,149.30
31,326.38
14,448.82
12,298.34
915.91

9 , 283.33

9,283.33

10,610.54

This page has been reduced in
size. In the original report it
measured 11" x 18 ⅝" and was folded.

7,476.41

18,837.89

72,464.18

37,608.29

253,392.47

354,657.09

18,100 . 39
3,043.55
4,176.41
3,262.65
181.99

FULLY
BALANCE
DEDUCTIONS
DEPRECIATED DEC.31,1949

_____________

.

DEPRECIATION

—

B A L A N C E 1949

306,332.2 4
28,282.83
10,272.41
9,035.69
733.92

DEC.

24,211.51

•

46,496.45

1.00

266,261.14

104,467.50

924,718.40

_

581,310.27
53,209.95
156,999.67
130,478.55
2,719.96

9,283.33

9,283.33

94.204.48

31, 1949

BALANCE_________

------------------------ fixed assets

FULLY
DEDUCTIONS DEPRECIATED DEC.

co st of a ll f i x ed a sse ts th a t had been f u lly d ep reciated , except
those th a t became fu lly depreciated during th e cu rren t p erio d , have
been elim inated from both cost and reserv e accounts.

Note:

Motor V ehicles

O ffice F u rn itu re and F ix tu res

P attern s and Dies

Factory F u rn itu re and F ix tu res

Ovens

Machinery

T otal B uildings

934,001.73

590,593.60
5 3 ,2 09.95
156,999.67
130,478.55
2,719.96

B uildings:
Factory No. 1
Factory No. 2
Factory No. 3
Factory No. 4
Residence No.

3

94.204.48

31,1948

Land and Land Improvements

DEC.

SCHEDULE 1

B A L A N C E

31,

SUMMARY OF CHANGES IN FIXED ASSETS
AND RELATED RESERVES FOR DEPRECIATION
FOR TWELVE MONTHS ENDED DECEMBER
1949

ANYCOMPANY, INCORPORATED
CHIGAGO, ILLINOIS

102
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SCHEDULE 2

ANYCOMPANY, INCORPORATED
CHICAGO, ILLINOIS

STATISTICAL STATEMENT. OF SALARIES AND WAGES EXPENSE
CLASSIFIED ACCORDING TO ACCOUNTS CHARGED
FOR TWELVE MONTHS ENDED DECEMBER 31, 1949

Cost of Sales:
Raw materials used Freight and cartage inward
Factory wages Productive labor
Superintendence and
indirect labor

7,823.03
2,453,764.97
1,131,061.72

3,584,826.69

3,592,649.72

Selling Expenses:
Sales promotion
Salesmen’s salaries
Auto delivery expense
Sales engineering salaries

38,502.48
1-16,655.15
14,528.49
59,235.79

228,921.91

General Expenses:
Administrative officers’
salaries
Office salaries
Miscellaneous general expense

82,608.79
359,306.16
162.18

442,077.13
4,263,648.76

Note:
Commissions paid to sales representatives,
who are not employes, have not been
included above

Accompanying and forming part of our report of February 7, 1950
and subject to the comments contained therein.

JOHN AUDITOR & CO., CERTIFIED PUBLIC ACCOUNTANTS

116,067.22

104
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ANYCOMPANY, INCORPORATED
CHICAGO, ILLINOIS

SCHEDULE 3

STATISTICAL STATEMENTS OF TAXES EXPENSE
classified according TO ACCOUNTS CHARGED
FOR TWELVE MONTHS ENDED DECEMBER 31, 1949

TOTAL

Cost of Sales:
Factory expenses Taxes and licenses
Property taxes
Licenses and fees
Social security taxes
Unemployment compensation
Old age benefit tax

Total Cost of Sales-Factory
Expenses

88,842.57

52,856.25

141,698.82

Selling Expenses:
Social security taxes
Unemployment compensation
Old age benefit tax

FEDERAL
TAXES

87,388.86
1,453.71

14,655.25

8,806.77
29,394.23

103,497.62

38,201.00

571.25

342.75
1,142.46

571.25

1,485.21

1,624.39

974.64
3,248.70

2,056.46

2,056.46

Total Selling Expenses
General Expenses:
Social security taxes
Unemployment compensation
Old age benefit tax
Franchise tax

5,847.73

Total General Expenses

Federal Income Tax:
Provision for current year

STATE AND
LOCAL
TAXES

510.00

510.00

6,357.73

2,134.39.

4,223.34

288.081.57

288.081.57

Total Federal Income Tax

288.081.57

288,081.57

Total Taxes

438
,194.58

106.203.46

Note:
Federal manufacturers’ excise taxes have
been billed to customers and are not
included in the above amount

Accompanying and forming part of our report of February 7,1950
and subject to the comments contained therein.
JOHN AUDITOR & CO., CERTIFIED PUBLIC ACCOUNTANTS

331,991.12

5,481
.33
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The third report selected for inclusion relates to the audit
of the accounts of a new and used car and truck dealer who
also maintains an extensive parts and service organization. The
following features of the report should especially be noted:

1. The sequence of elements of the reports written by this
firm varies from that of others who supplied copies of their
reports. A certificate in which the purpose of the examination
is stated and the audit procedures are described in some detail
appears first. Principal financial statements and several sup
porting schedules follow, then a commentary section, and fin
ally two appendices consisting of a comparative statement of
financial condition and a statement of source and application
of working capital.
2. The principal profit arid loss statement is designed to
show departmental information with an economy of space. The
information given includes physical volume for each sales clas
sification.

3. All operating expenses are classed as variable or fixed
and semi-fixed and are departmentalized in Schedule B-l.

f
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"A" BALANCE SHEET - MARCH 31, 1950.
Schedule:
A-1. Changes in Fixed Assets and
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Schedule:
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ERNEST, HARD, WERKER and COMPANY
CERTIFIED PUBLIC ACCOUNTANTS

Wheatcity, Iowa
April 26, 1950

Motorsales, Incorporated
Wheatcity, Iowa
Gentlemen:
In accordance with your request, we have made an
examination of the financial records of MOTORSALES, INCORPORATED,

Wheatcity, Iowa, for the fiscal year ended March 31, 1950.

We

submit as our report the statements listed in the preceding
index, together with explanatory comments.

SCOPE OF EXAMINATION

The primary purpose of our examination was to enable us
to furnish an opinion as to the fairness of the representations

contained in the accompanying financial statements.

Our examination was made in accordance with generally
accepted auditing standards, and accordingly included such
tests of the accounting records and such other auditing procedures

as we considered necessary in the circumstances.
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Gash on hand was counted.

Bank balances were reconciled to

the amounts confirmed by direct communication with the depository.

Notes

receivable were reviewed and representative notes were confirmed by di

rect .correspondence with the makers.

We mailed the March 31, 1950

statements to customers, together with a request for the customer to

communicate directly with us if the statement of his account was incorrect
All differences reported were satisfactorily reconciled.

A selected

number of accounts were substantiated by positive confirmation with the

customers.

Securities were inspected.

We made test counts of quantities

of the physical inventories, and tested pricings, extensions and foot
ings.

The computation of prepaid expenses was checked.

Major additions

to fixed assets were vouched and found to be properly classified as

capital expenditures.

Depreciation rates were reviewed and found to be

adequate and consistent with prior years.

Accounts payable were reviewed, and representative creditors

which we selected reported balances that were in agreement with or were
reconciled to book balances.
computed.

The estimated income tax liability was

All other liabilities were either computed or were otherwise

satisfactorily substantiated.

Capital stock shown as outstanding is in

agreement with the capital stock certificate books.

The vice-president and secretary of the Corporation certified
to us that all known liabilities of the Corporation were recorded on the

books at March 31, 1950, and that there were no known contingent lia

bilities.

The Company’s attorney advised us that, to his knowledge,

there were no lawsuits, claims or other contingent liabilities against

the Corporation.

Our examination revealed no contingent liabilities,.

None of the income tax returns filed by the Company since its incorpora

tion on June 30, 1945, have been examined by the Bureau of Internal
Revenue.
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ACCOUNTANTS' OPINION
In our opinion, the accompanying balance sheet and

related statement of profit and loss fairly present, in accordance

with generally accepted accounting principles maintained on a basis
consistent with that of prior years, the financial position of
MOTORSALES, INCORPORATED, Wheatcity, Iowa, at March 31, 1950, and

the results of its operations for the year then ended.

Certified Public Accountants

ASSETS

Hand
Bank

-

Commercial A ccounts

)

S e rie s

Net Book Value

"G” ,

T o ta l A ssets

L ess : Accum ulated D ep reciatio n

C ost

FIXED ASSETS (SCHEDULE A- 1 :

U. S. Savings Bonds,
At C ost

INVESTMENTS:

P a rts and A ccesso ries
M iscellan eo u s
Due from F in an ce Companies
L e ss : Allowance fo r
R ep o ssessio n
P rep aid E xpense :
U nexpired In su ran ce
R ent
T o ta l C urrent A ssets

Used C ars and T rucks

New

T rucks
D em onstrators

—

T o ta l
L ess : Allowance fo r
D oubtful A ccounts
U. S . T reasu ry Savings N otes :
C ost
Accrued I n te r e s t R eceiv ab le
In v e n to rie s - Lower of Cost o r
M ark et : —
—

C ustom ers ’ No te s
C ustom ers ' A ccounts
Employees* A ccounts
Sundry A ccounts

R eceiv ab les :

O Inn

C ash :

CURRENT ASSETS:

6 ,8 7 9 .5 2
14,676.89
286.62

500.00

31, 1950

617.10

4

_______ 125.00

1 ,7 4 1 .2 1
1 .7 4 1 .2 1

$

1 9 ,3 8 0 .2 1
1 1 ,3 1 7 .8 6
18,738.19

4 1 1 ,0 9 5 .7 3

$

581.88
2 2 ,4 2 4 .9 1
2 , 096 . 98
4 22,400.00
193.42

4

4

M
arch

BALANCE SHEET

39 , 978.10

4 8 1 ,7 2 9 .7 3

742.10

- - -

$ 270,896.50

41.751.63

300.00

$ 228,844.87

759.69 6 1 ,2 9 1 .6 8

22.593.42

20,327.93

123 , 389.74 4 1 2 3 ,8 8 9 .7 4

MOTORSALES, INCORPORATED

AND NET WORTH

-

Iowa S a le s Tax

P ro p e rty Taxes
T o ta l C u rren t L ia b ilitie s

O ffic e rs ’ Bonus
P a y ro ll
In su ran ce
P a y ro ll T axes

U nearned F inance C harges
A ccrued L ia b ilitie s :

E stim ated

T rade
C ustom ers ' D ep o sits
W ith h o ld in g Tax D eductions
F e d e ra l and Iowa Income Taxes
*

$

,

4135,957.05
100.000.00
$ 35 ,9 57 . 05
27 571.97

-

1 ,2 2 4 .4 8
316.32
937.71
458.28

8 ,6 8 1 .6 5
1 ,7 9 9 .8 5
908.70

$ 2 0 ,6 7 2 .4 5

T o ta l L ia b ilitie s and Net W orth

C a p ita l S tock - A u th o rized 2,500
S h ares P ar V alue 4100.00 P er
S hare - Issu e d and O u tstan d in g
1,500 S h ares
A ccum ulated R etain ed E a rn in g s :
B alance - March 31, 1949
L ess : 200% S tock D ividend
P aid
T o ta l
Add: Net P ro fit f o r T ear Ended
M a rc h 31, 1950 (E x h ib it " B " )
B alance - March 31, 1950
T o ta l Net W orth

NET WORTH:

•

CURRENT

LIABILITIES :
A ccounts P ay ab le :

LIABILITIES

This page has been reduced in
size. In the original report it
measured 11" x 16 ½ " and was folded.
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2 1 3 , 529.02

$ 270,896.50

6 3 .5 2 9 .0 2

4150,000.00

563.53 2 4 .1 7 2 .7 7
$ 57,367 .4 8

2 1 ,0 0 0 .0 0
804.51

$ 1 1 ,3 9 0 .2 0

EXHIBIT "A"
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1,251.97

422.59

>73.318.74

^32^

32.656.69 5 , 9 3 2 .8 6

5,211.53

12,943.65

T o tals (E xhibit " A")

T o tals

Leaseholds

Company

.

31

A SSE T S

1950

,

6,463.50

>81.729.73

38 589.55__

$ 628.5 7

-

- - -

164.83 13,201.41

$ 22,506.87 $ 1,432.14 $ 463.74 $ 23,475.27

Cars and Service
V ehicles

O ffice F u rn itu re and
F ix tu res

Shop Equipment

1 4
BALANCE
MARCH
,
9
9

--------------------------------------------- BALANCE"'
MARCH 31
PURCHASES ELIMINATIONS

F IX E D

AND ACCUMULATED DEPRECIATION
YEAR ENDED MARCH 31 , 1950

IN FIXED ASSETS

M achinery, Tools and

CHANGES

MOTORSALES, INCORPORATED

L IF E

Term

o f L eases

2-3 Years

2-10 Y ears

2-10 Years

ESTIMATED

1 9 4 93 1

$ 22 , 146.69

$

18 , 340.98

> 509.57

45.83

> 463.74

nations

ELIMI

>39.978.10

21.028.50

3,143.68

5,301.01

$ 10,504.91

M

BALANCE
ARCH 31 ,

D E P R E C IA T IO N

10.252.39_

2,202.88

2,179.46

$ 3,706.25

DEPRECIATION

10.776.11_

940.80

3,167.38

$ 7,262.40

MARCH

BALANCE

ACCUM ULATED

This page has been reduced in
size. In the original report it
measured 11” x 16½ " and was folded.

5

A- 1

17.561.05

3,319.82

7,900.40

$ 12,970.36

NET BOOK
VAL UE

SCHEDULE
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EXHIBIT "B"

MOTOR SALES, INCORPORATED
In the original report this page meas
ured 11" x 12¾" and was folded.

UNITS
SOLD
NEW CARS:
Wholesale:
# 1 Cars
# 2 Cars
Trucks
Total Wholesale

PROFIT AND LOSS STATEMENT
YEAR ENDED MARCH 31, 1950

SALES

COST OF
SALES

430

PROFIT

AMOUNT

% TO

SALES

---- --33.00
269.91
302.91

---- %
2.39
1.60
1.52

$133,146.00
28,107.80
47,964.49
(2,433.56}
$206,784.73
$207,687.64

25.66
23.20
23.65
- 24.54
24.01

1 $ 1,644.23 $ 1,644.23 $
1
1,381.20
1,348.20
11
16.913.00
16.643.09
13 $ 19,938.43 $ 19,635.52 $

Retail:
#1 Cars
237 $518,809.64 $385,663.64
65 121,130.26
2 Cars
#
93,022.46
111 202,794.68
Trucks
154,830.19
2.433.56
Mark-Downs
413 $842,734.58 $635,949.85
Total Retail
426 $862,673.01 $655,585.37
Total New Cars
USED CARS AND TRUCKS:
Used Cars and Trucks
430 $297,074.87 $201,191.26
Reconditioning Costs
11,237.67
Mark-Downs and Over
58.368.02
allowances
$297,074.87 $270,796.95
Total Used Cars
$ 15,402.56 $11,626.36
BODY AND PAINT SHOP
STOCK ROOM:
$ 89,871.03 ■ $ 58,269.43
Repair Parts
Accessories
30,562.59
35,424.89
4,422.47
Gas, Oil and Grease
6.649.25
Total Stock Room
$131,945.17 $ 93,254.49

SERVICE:
Customer and Internal
Labor
Outside Work
Washing and Polishing
Lubrication
Total Service

GROSS

$ 95,883.61 32.28
(11,237.67) - -

(58.368.02) - $ 26,277.92
8.85
$ 3,776.20 24.52
$ 31,601.60
4,862.30
2,226.78
$ 38,690.68

35.16
13.73
33.49
29.32

$ 54,697.12 $ 34,886.63 $ 19,810.49 36.22
898.10 10.81
7,407.44
8,305.54
3,487.50
2,747.19
74.0.31 21.23
5.201.59
2.972.55
2.229.04 42.85
$ 71.691.75 $48,013.81 $ 23,677.94 33.03
Total Departmental
$1,378,787.30 $1,079,276.92
Operations
GROSS PROFIT FROM SALES
$299,510.38 21.72%
OPERATING EXPENSE (SCHEDULE B-l)
254.645.97 18.47
OPERATING PROFIT
44,864.41
3.25%
OTHER INCOME - NET (SCHEDULE B-4)
3,371.30
.25
PROFIT BEFORE INCOME TAXES
$ 48.235.71
3.50%
FEDERAL AND IOWA INCOME TAXES:
Federal and Iowa Income Taxes
Estimated
$ 21,000.00
1.52%
Less: Overaccrual of 1943-49
336.26
income Taxes
02
Net Federal and Iowa Income
Taxes
$ 20,663.74
NET PROFIT (EXHIBIT "A")
$ 27.571.97

:

-

D em onstrators

- Service V ehicles

<

T o tal Departm ental O perating
Expense (E xhibit

GENERAL AND ADMINISTRATIVE EXPENSE PRORATED
ON BASIS OF DIRECT DEPARTMENTAL EXPENSE

T o tal Fixed and Semi-Fixed Expenses
T otal Operating Expense

Mark-Downs

Equipment
Allowance fo r Doubtful Accounts

and Shipping Expense
A uditing, Legal and C o llectio n Expense
L icenses and T itle s
D onations, Dues and S ubscriptions
T raveling and Entertainm ent
Telephone, Telegraph and Postage
M iscellaneous Expense
Rent and Expense in Lieu o f Rent
P ay ro ll, Property and S ales Tax
Insurance
D epreciation - Machinery and Equipment
D epreciation - Company Cars and S ervice
V ehicles
H eat, L ight, Water and Power
R epairs and Upkeep of M achinery and

F re ig h t, Express

and Company Cars
Wash Rack Expense
A dvertising and Show Expense

Supplies and Expense

Bonus

S a la rie s - Executive
- Executive
S a la rie s C le ric a l
S a la rie s - Department Managers
Wages - M iscellaneous Employees
S tatio n ery and O ffice Supplies
Shop Tools, Supplies and M aterial

FIXED AND SEMI-FIXED EXPENSES

Salesmen ’ s S a la rie s , Commissions and Bonuses
New V ehicle Expense - Labor and M aterial
P olicy Adjustments - Labor and M aterial
T o tal V ariable Expenses

VARIABLE EXPENSES:

YEAR ENDED MARCH

I

I

S

GENERAL AND
ADM NI

TRA T VE

$

E

326.76

3,544.96
3,157.05
5,591.07
5,014.69
1,451.45

396.50
2,063.41

3,868.48
18.56
2,435.77
243.25
872.5 0

657.60

1 175 40

, .

810.96

630 . 49

6,388.27

.2,762.70
2,440.0 6
7.71
5.00
427.45
1,368.91
1,078.87

$254 , 645.97 $

- ------

-------

_

(77.219.75)

—

-

48 , 353.70
$105 , 426.11

19 , 612.0 1

48.13

5,027.76
266.96
204.00
849.36
649.28

261.75
62.25
137.45
2.25

271.21
4,422.98
4.37

119.25

7,075.01

210.00

-

9,667.08
3,772.23
14.0 77 .66

14 , 664.0 3
$

$

$

S

$

$

$

$

$

$

-------

-------

328.40
328.40

1 , 413.12
4.657.72

2,764.64
3,244 . 60

329.71
113.77

------

317.81

- - -

222

- - - - -

_____

$ 38 277.50

11,606.13

598.78
587.40
1,283.96
834.31
157.20
------133.68
$ 26,671.37

158.29
271.26
3,681.35

$
$

$

57

,9 30.9 4

17,567. 4

9

40,363 . 45

_
36,036.21

- - -

6,594.32
1,349.00
2,514.09
69.56
1,995.57
1,036.76

12.26
19.83

4.00

13.75

13.75
222

-------

379.98
275.29
1,508.22
29.77

223.72
351.48

861.73

---

41.776.77
, 327.24

2,550.47

1,911.21
10,189.03
2,487.58
489.61
.5,156.38

$

$

$

SERVICE

SCHEDULE

19.98

-------------

6,410.58
8,816.62
---------------------- 562.42
---------------------- 535.44
1,901.68
81.69

-

$

$

$

STOCKROOM

2 2 2 861.0 0

-------

479 96

.

479.9 6

-------

BODY SHOP

D E P A R T M E N T A L _______ E X P E N S E

USED

C T_______

This page has been reduced in
size. In the original report it
measured 11" x 16½ " and was folded.

31.968.98

178.62
195.75
810.96
810.96
856.27
168.78 ______ 553.81
$196 , 435.20 $ 77 , 219.75 _$ 34 , 459.62
$254,645.97 $ 77,219.75 $ 73,457.13

4,933.22
275.29
12,4 8 3.44
411.89
2,435.77
537.50
1,366.20
2,073.41
3,435.62
3,544.96
2 4 , 848.75
5,591.07
7,859.92
5 , 8 85.71
2,202.88
5,311.03
1,730.23

8 .

CARS

I

D
R
NEW

$ $ -----16,862.00
16,931.82
13,159.59
12 , 199.40
$ $ 3 8.975.92
8 , 997.51
$ 58 , 210.77
$ 1 3 , 843.75 $ 13,843.75
-----20,672.45
20,672.45
55 97
9,166.39
5,328.21
45,406.7 8
5,562.13
14,268.35
13,002.12
323.49
1,292.74
2,057.77
689.31
197.18
5,691.82

$ 29,079.55

TOTAL

31 1950

,

OPERATING EXPENSES

MOTORSALES, INCORPORATED

7

B- 1
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SCHEDULE B-2

MOTORSALES. INCORPORATED
COMPARATIVE PROFIT AND LOSS STATEMENT
YEARS ENDED MARCH 31, 1950 AND 1949

GROSS PROFIT FROM SALES:'
New Cars:
Wholesaler
#1 Cars
#2 Gars
Trucks
Retail:
#1 Gars
#2 Cars
Trucks
Mark-Downs
Used Cars:
Used Cars
Reconditioning Costs
Mark-Downs
Body and Paint Shop
Stock Room:
Repair Parts
Accessories
Tires and Tubes
Gas, Oil and Grease
Service:
Customer and Internal
Labor
Outside Work
Washing and Polishing
Lubrication and Storage
Total Gross Profit
from Sales
OPERATING EXPENSE (SCHEDULE B-3)
OPERATING PROFIT
OTHER INCOME - NET
(SCHEDULE B-4)
PROFIT BEFORE INCOME TAXES
FEDERAL AND IOWA INCOME TAXES ESTIMATED
NET PROFIT

YEAR ENDED
MARCH
31,
1950
1949

$

— $

33.00
269.91

203.45
94.72
241.17

INCREASE OR
(DECREASE)

$

(203.45)
(61.72)
28.74

133,146.00
28,107.80
47,964.49
(2,433.56)

96,790.53
17,718.23
41,349.58
(6,523.26)

36,355.47
10,389.57
6,614.91
4,089.72

95,883.61
(11,237.67)
(58,368.02)
3,776.20

101,720.33
(6,994.85)
(15,194.48)
19,413.74

(5,836.72)
(4,242.82)
43,173.54)
(15,637.54)

9,326.78
8,703.81
336.55
2,471.80

22,274.82
(3,841.51)
(336.55)
(245.02)

31,601.60
4,862.30
------2,226.78

31,669.32
679.95
773.92
2.821.47

(11,858.83)
218.15
(33.61)
(592.43)

$299,510.38 $305,602.74
254.645.97
254,388.53
$ 44,864.41 $ 51,214.21

$ (6,092.36)
257.44
$ (6,349.80)

2,542.18
$ 53,756.39

829.12
$ (5,520.68)

22.926.17
20.663.74
$ 27,571.97 $ 30,830.22

(2.262.43)
$ (3,258.25)

19,810.49
898.10
740.31
2.229.04

3,371.30

$ 48,235.71
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SCHEDULE B-3

MOTORSALES, INCORPORATED

COMPARATIVE STATEMENT OF OPERATING EXPENSES
YEARS ENDED MARCH 31, 1950 AND 1949

VARIABLE EXPENSES:
Salesmen’s Salaries, Commissions
and Bonuses
New Vehicle Expense - Labor and
Material
Policy Adjustments - Labor and
Material
Total Variable Expenses
FIXED EXPENSES:
Salaries - Executive
Bonus - Executive
Salaries - Clerical
Salaries - Department Managers
Wages - Miscellaneous Employees
Stationery and Office Supplies
Shop Tools, Supplies and Material
Supplies and Expense - Demonstra
tors and Company Cars
Wash Rack Expense
Advertising and Show Expense
Freight, Express and Shipping
Expense
Auditing, Legal and Collection
Expense
Licenses and Titles
Donations, Dues and Subscriptions
Traveling and Entertainment
Telephone, Telegraph and Postage
Miscellaneous Expense
Rent and Expense in Lieu of Rent
Payroll, Property and Sales Tax
Insurance
Depreciation - Machinery and
Equipment
Depreciation - Company Cars and
Service Vehicles
Heat, Light, Water and Power
Repair and Upkeep of Machinery
and Equipment
Allowance for Doubtful Accounts
Mark-Downs — Service Vehicles
Total Fixed Expenses

Total Operating Expense
(Schedule B-2)

YEAR ENDED
MARCH 31,
1 9 5 0
1 9 4 9

INCREASE OR
(DECREASE)

$ 29,079.55

$ 13,702.93

$ 15,376.62

16,931.82

13,942.58

2,939.24

12.199.40
$ 58,210.77

10.879.67
$ 38,525.18

1,31
9 .73
$ 19.685.59

$ 13,843.75
20,672.45
9,166.39
45,406.78
13,002.12
2,057.77
5,691.32

$ 19,643.75
23,038.45
9,111.26
47,937.00
16,223.38
1,563.98
10,148.49

$ (5,800.00)
(2,366.00)
55.13
(2,530.22)
(3,221.26)
493.79
(4,456.67)

4,933.22
275.29
12,483.44

3,053.14
56.04
15,076.49

1,880.08
219.25
(2,593.05)

411.89

605.17

(193.28)

2,435.77
537.50
1,366.20
2,073.41
3,435.62
3,544.96
24,848.75
5,591.07
7,859.92

944.19
598.85
1,935.56
3,561.88
3,194.24
6,694.87
23,335.63
4,881.37
8,233.25

1,491.58
(61.35)
(569.36)
(1,488.47)
241.38
(3,149.91)
1,513.12
709.70
(373.33)
415.82

5,885.71

5,469.89 '

2,202.88
5,311.03

949.84
6,379.63

1,253.04
(1,068.60)

1,730.23
810.96
856.27
$196.435.20

1,568.57
988.07
670.36
$215.863.35

161.66
(177.11)
185.91
$(19,428.15)

$254.645.97

$254,388.53

257.44
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SCHEDULE B-4
MOTORSALES, INCORPORATED
COMPARATIVE STATEMENT OF OTHER INCOME -NET
YEARS ENDED MARCH 31, 1950 AND 1949

YEAR
MARCH

OTHER INCOME:
Cash Discounts Earned
Repossession Reserve Collections
Recoveries on Accounts Receivable
Written Off
License Refund
Sale of Scrap
Cash Overage
Interest and Finance Charges
Earned
Sale of Equipment
Total Other Income
OTHER DEDUCTIONS:
Loss on Disposal of Fixed
Assets
Cash Discounts Allowed
Quantity Discounts Lost
Total Other Deductions

Total Other Income Net (Exhibit "B")

1950

ENDED
31,
1949

INCREASE OR
(DECREASE)

$ 1,550.11
2,455.42

$ 2,032.07
46.05

113.06
38.25

116.43
143.50
287.74
8.33

(3.37)
(105.25)
(287.74)
(8.33)

236.71
12.22
$ 2,883.05

959.55
______ (12.22)
$
2.470.05

W

1,196.26
S 5.353.10

------- $
14.35
326.52
340.87

55.50
358.05
1,568.25
$ 1,981.80

$

$ 3,371.30

$ 2,542.18

$

$

(481.96)
2,409.37

$

55.50
343.70
1.241.73
1.640.93

$

829.12
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HISTORY AND ORGANIZATION

Motorsales, Incorporated, was incorporated under the laws
of the state of Iowa on June 30, 1945, for a period of twenty years.

As of August 31, 1945, the Company purchased the assets of

Ace Auto Company and began operations September 1, 1945.

The Company,

located in Wheatcity, Iowa, is a retail and wholesale distributor of

#1 and #2 automobiles and #3 trucks.

The general nature of

business is to deal in new and used cars, trucks and tractors, also

automobile parts, accessories and service, and to do and perform all

business and service incident to the conduct of a retail and wholesale
automotive sales and service agency.

The authorized capital stock of the Corporation was
originally 500 shares of common stock, having a par value of $100.00

per share.

On April 16, 1949, the articles of incorporation were

amended to increase the authorized capital stock to 2,500 shares

having a par value $100.00 per share.

A 200% stock dividend increasing

the capital stock issued and outstanding to 1,500 shares was approved
by the Executive Council on August 16, 1949.

Officers of the Corporation, who own all the outstanding

stock and constitute the board of directors, are as follows:
Donald Doe

-

President and Treasurer

Richard Roe - Vice-President and
Secretary

Long-Form Report Practice
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BALANCE SHEET
RECEIVABLES:
Following is an analysis of receivables as aged by the

Company and test checked by us:
Customers' Notes Receivables - Due Dates:
Not Due
Past Due:
March, 1950
$
20.00
February, 1950
200.00
Prior to December, 1949
203.75
Total Notes Receivable
Customers' Accounts Receivables Date of Charge:
March, 1950
Past Due:
February, 1950
$ 871.41
January, 1950
2,338.92
December, 1949
3,535.57
Prior to December, 1949
758.23
Total Customers*
Accounts Receivable
Employees' Accounts
Sundry Accounts:
Enterprise, Inc. Deposit Made on Student
Training Car
Blank Corporation - For
Retail Delivery Record
Total Receivables

$ 6,455.77

423.75

$ 6,879.52

$ 7,172.76

7,504.13

14,676.89
286.62

$

501.88
80.00

581.88
$22,424.91

Normal terms of sale are net due in 30 days.
Transactions in the allowance for doubtful accounts are
shown by the following:

Balance - March 31, 1949
Add: Charges to Operations Based
on Sales
Total
Deduct: Accounts Charged Off
During Year
Balance - March 31, 1950

$ 1,641.26

810.96
$ 2,452.22
355.24
$ 2,096.98
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Charge sales from parts, service and body shop for the year

ended March 31, 1950, amounted to $110,480.31.

Accounts charged off

represent .32% of these charge sales, and recoveries shown as income
on Schedule B-4 represent .10%, a net expense of .22% of charge sales.
Based on the preceding aging of receivables and past collection

experience, the allowance appears to be reasonably adequate to provide
for normal losses on receivables carried on the books at March 31, 1950

INVENTORIES:
Following is a detailed analysis of inventories at March 31,

1950r

New Trucks
New Car Sundries
Freight on Unsold Vehicles
Used Vehicles:
Cars
Trucks
Reconditioning Costs
Demonstrators
Stock Room:
Repair Parts
Accessories
Gas, Oil and Grease
Outside Work Inventory
Total Inventories

$ 10,592.64
48.68
454.41

$ 16,923.64
1,665.00
771.37

19.360.21
11,317.66

$ 12,467.73
6,250.46
734.69
25.00
19.497.66
- $ 61,291.68

The rate of inventory turnover, determined by dividing cost
of sales by the average of the beginning and ending inventory is shown

for parts as follows:
ANNUAL
TURNOVER
1949-50
1946-49
1947-46

2.63 Times
3.42 Times
3.45 Times
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ACCOUNTS PAYABLE:
Trade accounts payable were reviewed and found to be current.

Available discounts on accounts payable are being taken.
ACCRUED OFFICERS' BONUS:

The officers' bonus in the amount of $20,672.45 is payable

one half to Donald Doe and one half to Richard Roe.

The bonus was

computed on a percentage of net profits earned before deductions for

income taxes and officers’ bonus as authorized by the Board of Directors.

OPERATIONS

Details of operations for the year ended March 31, 1950, are

set forth on Exhibit "B" and its supporting schedules.

A condensed

summary showing the operating results of the various departments for

the years ended March 31, 1950 and 1949, follows:

Specimen Long-Form Reports

121

15

New Cars;
Gross Profit
Operating Expense
Operating Profit
Used Cars;
Gross Profit
Operating Expense
Operating Profit (Loss)
Body and Paint Shop:
•
Gross Profit
Operating Expense
Operating (Loss)
Stock Room:
Gross Profit
Operating Expense
Operating (Loss)
Service:
Gross Profit
Operating Expense
Operating (Loss)
Operating Profit
Other Income - Net
Profit Before Income Taxes
Federal and Iowa Income Taxes Estimated
Net Profit for the Fiscal Year

YEAR ENDED
march
31,

increase or

1950 1949

(DECREASE)

$207,087.64
105.426.11
$101.661.53

$149,874.40
89.489.37
$ 60,385.03

$ 26,277.92 $ 79,531.00
48.353.70
35.157.65
$

$

3,776.20 $ 19,413.74
4,657.72
24,176.50
(881.52) $ (4,762.76)

$ 38,690.68
$

$(53,253.08)
13.196.05

277.50
413.18

$ 20,838.94
45.659.98
$(24,821.04)

$ 23,677.94 $ 35,944.66
57.930.94

$(34,253.00)

$ 44,864.41
3,371.30
$ 48,235.71

2,542.18
$ 53,756.39

$(12,266.72)
$(10,291.63)

$ (6,349.80)
829.12
$ (5,520.68)

22.926.17
20,663.74
$ 27,571.97 $ 30,830.22

New ear sales increased $242,469.74 over the previous year;

cost of sales increased $185,276.50, resulting in a gross profit

increase of $57,213.24.

Expenses allocated to the new car department

increased $15,936.74 showing a net increase in departmental income of

$41,276.50 over the previous year.

over the previous year.
$82,533.12.

Used car sales increased$29,280.04

However, cost of used car sales increased

Expenses allocated to this department increased $13,196.05,

resulting in a decrease in departmental income of $66,449.13.
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Body shop sales decreased $35,219.94 from the previous year;
cost of sales decreased $19,582.40 resulting in a decrease in gross
profit of $15,637.54.

Expenses allocated to the department decreased

$19,518.78, thereby reducing the departmental loss $3,661.24 as compared
with last year.

Body shop operations were discontinued during the past

year.

Stock room sales increased $1,136,92, over the previous year
and cost of stock room sales decreased $16,714.82, resulting in an
increase in gross profit of $17,851.74.

Stock room departmental

expenses decreased $7,362.46 and the department showed an increase
in departmental income of $25,234.22 over the previous year.
Service department sales decreased $6,662.76 from the

previous year and cost of sales increased $5,603.96.

This resulted

in a decrease in gross profit of $12,266.72; expenses allocated to the

department decreased $1,974.09, resulting in an increase in the
department’s loss of $10,292.63.
GENERAL

BOOK VALUE OF CAPITAL STOCK:

Changes in the book value per share of capital stock out
standing are presented in the following schedule:

Book Value Per Share March 31, 1949
Less: 200% Stock Dividend Issued
Total
Add:
Net Profit per Share for
Year Ended March 31, 1950
Book Value Per Share March 31, 1950

$

371.91

18.36
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INSURANCE COVERAGE

Without making a. detailed investigation of the insurance
protection carried by the Company we present the following as our

unaudited summarization of the coverage indicated by the policies
submitted for our inspection:

COVERAGE

AMOUNT

Contents - Fire and Extended Coverage —
80% Coinsurance
$
Building
__ Fire and Extended
Coverage - 80% Coinsurance
Mercantile Robbery and Safe Burglary
Blanket Position Bond
Auto Garage Liability
Owners' and Tenants' Liability,
Automobile - Fire, Theft and Comprehensive Coverage
Workmen's Compensation
Life Insurance:
Donald Doe
Richard Roe

80,500.00
24,000.00
1,000.00
10,000.00
5/100/500,000.00
25/100,000.00.
Actual
Legal
75,000.00
75,000.00

We noted the Company has discontinued the carrying of use
and occupancy insurance.
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APPENDIX I

MOTORSALES, INCORPORATED
COMPARATIVE STATEMENT OF FINANCIAL POSITION
MARCH 31, 1950 AND 1949

MARCH
1950
CURRENT ASSETS:
Cash on Hand and in Bank
Receivables - Net
U. S. Treasury Savings Notes
Inventories - At Lower of Cost
or Market
Prepaid Expenses
Total Current Assets
DEDUCT:
CURRENT LIABILITIES:
Accounts Payable
Federal and Iowa Income Taxes Estimated
Unearned Finance Charges
Accrued Liabilities
Total Current Liabilities

INCREASE OR
(DECREASE)

31,
1949

$123,889.74 $
20,327.93
22,593.42

57,043.57 $
18,827.71
30,922.88

66,846.17
1,500.22
(8,329.46)

61,291.68
95,641.81
(34,350.13)
742.10
1.251.97 ___ (509.87)
$228,844.87 $ 203,687.94 $ _ 25,156.93
$ 11,390.20

$

19,316.73 $

21,000.00
804.51
24,172.77
$ 57.367.48

$

23,000.00
(2,000.00)
------804.51
26,886.21
(2.713.44)
69,202.94 $ (11,835.46)

$171,477.39

$ 134,485.00

300.00

300.00

41.751.63

51.172.05

NET WORTH

$213.529.02

$ 185.957.05

CONSISTING OF:
Capital Stock
Accumulated Retained Earnings

$150,000.00
63.529.02

$

NET WORTH - AS ABOVE

$213.529.02

$ 185,957.05

NET WORKING CAPITAL

INVESTMENTS

FIXED ASSETS - NET BOOK VALUE

WORKING CAPITAL RATIO

3.99 to 1

50,000.00
135,957.05

2.94 to 1

$

(7,926.53)

36,992.39

(9.420.42)
$

27.571.97 .

$ 100,000.00
(72.428.03)
$

27.571.97 .
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APPENDIX II
MOTORSALES. INCORPORATED

STATEMENT OF SOURCE AND APPLICATION OF WORKING CAPITAL

WORKING CAPITAL PROVIDED BY:
Operations:
Profit from Operations Before
Income Taxes (Exhibit "B")
$ 48,235.71
Add: Charges to Operations Not
Requiring Outlay of Funds During
Period;
Depreciation (Schedule A-1)
$18,340.98
Loss on Sale of Fixed
,
18.396.48
Assets (Schedule B-4)
55.50
Total Working Capital
$ 66,632.19
Provided by Operations
Proceeds from Sale of Fixed Assets
_____ 63.50_
Total Working Capital
$ 66,695.69
Provided
WORKING CAPITAL APPLIED TO:
Accrue Income Taxes (Exhibit "B")
Purchased Fixed Assets (Schedule A-l)
Total Working Capital Applied

$ 20,663.74
9,039.56

29.703.30

EXCESS OF WORKING CAPITAL PROVIDED OVER
WORKING CAPITAL APPLIED

$ 36,992.39

REPRESENTED BY:
Increase in Current Assets (Appendix I)
Add: Decrease in Current Liabilities
(Appendix I)

$ 25,156.93

NET INCREASE IN WORKING CAPITAL (AS ABOVE)

$ 36,992.39

11,835.46
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The fourth report selected for inclusion in this section is
used by a firm for staff training purposes. It is reproduced in
its entirety with some interesting footnotes in which possible
variations from the procedure followed in the report are sug
gested. The report itself, as divorced from the footnotes, is dis
tinctive in these respects:
1. It supplements a separate short-form report.

2. Future drain upon working capital is discussed on page
132.

3. The range of borrowings from banks during the audit
period is noted on page 135.
4. Possible inadequacy of insurance coverage is discussed
on page 136.

5. Schedules supporting the principal financial statements
(which are not comparative) are in comparative form.
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CHECK S CLOSELY
CERTIFIED PUBLIC ACCOUNTANTS

456 WHITEWAY
NEW YORK 16, N. Y.

February 23, 1951

The Board of Directors

Hamilton Manufacturing Company, Inc.
Cleveland, Ohio
Gentlemen:
We have examined the balance sheet of Hamilton Manufacturing

Company, Inc. as of December 31, 1950 and the related statements of

earnings and retained earnings (1) for the year then ended.

Our

examination was made in accordance with generally accepted auditing
standards, and accordingly included such tests of the accounting

records and such other auditing procedures as we considered necessary
in the circumstances.
In our opinion, the accompanying balance sheet and statements
of earnings and retained earnings present fairly the financial position

of Hamilton Manufacturing Company, Inc. at December 31, 1950 and the re

sults of its operations for the year then ended, in conformity with

generally accepted accounting principles applied on a basis consistent

with that of the preceding year.
Under date of ......, we have reported as above on the appended

financial statements (Exhibits A, B and C) and we now submit this supple

mentary report, dealing with the accounts in greater detail. (2)
(1) The revised terminology used in this report and the accompanying
financial statements is to be considered merely as suggestions.
Terminology which may appear to be more appropriate may be
substituted for the expressions appearing herein.
(2) This paragraph should be omitted when no formal report has
previously been issued. Where two reports are issued, the
dates should be the same.
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OPERATIONS
Following is a summary of the operations for the two years

ended December 31, 1950: (3)

Increase
(Decrease)

1950
Gross sales
Less returns and allowances
Net sales

$ 45,812,096
225,332
45,586,764

40,424,400
203.133
40,221,267

5,387,696
22.199
5,365,497

32,222,851
13,363,913
29.3%

28.797.189
11,424,078
28.4%

3,425,662
1,939,835
.9%

3,976,584
8.7%
9,387,329

3,642,876
9.1%
7,781,202

333,708
(.4%)_
1,606,127

Cost of sales
Gross profit
Percentage of net sales

Selling, administrative and general
expenses
Percentage of net sales .
Operating profit

24.072

81.876

Other income

1,630,199

9,469,205

__ _207,353_

Other charges
Earnings before Federal
taxes on income

225.003

(17.650)

9,261,852

7,614,003

1,647,849

Federal taxes on income, estimated
Net earnings
Percentage of net sales

$

3.700.000
5,561,852
12.2%

3.100.000
4,514,003
11.2%

600.000
1,047,849
1.0%

Net earnings, as above

$

5,561,852

4,514,003

1,047,849

135,000

___ 107,500

27.500

5,426,852
18.71

4,406,503
15.19

1,020,349
3.52

4,350,000
___ 15.00

3,480,000
12.00

870,000
____ 3.00_

Dividends on preferred stock
Net earnings applicable
to common stock
Per share

Dividends on common stock
Per share

(3) While a period of two years is not sufficient to indicate
the historical trend of earnings, a tabulation for any
extended period may involve questions of consistent treat
ment which would require lengthy explanations. In addition,
comments on the principal variations in operations when extended
beyond a comparison of the current year with the preceding one
may present difficulties. In some cases, however, where the in
formation is readily available, it may be desirable to append as a
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schedule a tabulation of earnings for a period longer
than two years. If we have not made annual examina
tions which support the figures presented, we should
indicate the source from which they were obtained and
disclaim responsibility in an appropriate manner. If
we have made annual examinations and have rendered an
opinion with respect to the statements for any year
which includes an exception, we should make appropriate
disclosures.

The improvement in sales and earnings in 1950 resulted mainly
from the company’s continued expansion in the production of parts for the
automobile, truck and aircraft industries.

The higher ratio of the net

earnings to sales resulted primarily from cost reductions arising from

the growing volume of production; during the two years there were no
significant changes in selling prices. (4)
Selling, administrative and general expenses were higher

during 1950 but the increase was proportionately somewhat less than the
growth in sales. (4)

The details of cost of sales and of selling, general and

administrative expenses are set forth in Schedules 1 and 2.
(4) The comments on operations may be expanded where it is
practicable to do so and where the basic information
is available. Our objective should be to set forth
any matters of importance from the standpoint of the
management or of the prospective reader of the report.
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DISPOSITION OF FUNDS PROVIDED FROM OPERATIONS AND OTHER SOURCES (5)
The following summary shows the sources of funds which became
available to the business during the year ended December 31, 1950, and

the manner in which these funds were used:
Funds provided;
Net earnings
Less dividends on preferred and common stocks
Earnings invested in the business
Sale of 5,500 shares of preferred stock
January 1, 1950
Sale of investments
Excess of depreciation and amortization
over expenditures for plant and
equipment:
Depreciation and amortization
Expenditures for plant and equip
ment (less retirements $200,000)

Used as follows:
Payment on long-term debt
Increase in expenses to be charged to income
of future periods

Addition to working capital

$5,561,852
4,485,000
1,076,852
550,000
50,000

$

541,817

315.694
226.123
------------ $1,902,975
500,000

532,743
1,370,232
$1,902,975

(5) The form presented here is illustrative only and need not
serve as a pattern. Dividends have been deducted from
earnings in order to bring out clearly the portion of
earnings paid to stockholders and that invested in the
business. In some instances, however, it may not be
appropriate to show the two items together in this man
ner. In the above statement expenditures for plant
and equipment have been deducted from the allowances
for depreciation and amortization, as it is felt that
these items are closely related. As the retirements
are significant they have been shown parenthetically
but ordinarily it would be sufficient to show one figure
under the caption "Expenditures for plant and equipment,
net." In a statement of funds it would be more correct
to show the retirements in the amount realized, $195,000,
but as the loss of $5,000 is relatively unimportant it
has not been deemed necessary to take a separate line.
The order in which the statement is presented should be
determined with the object of bringing to the attention
of the reader the more important points of interest.
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FINANCIAL POSITION

The financial position of the company at December 31, 1950

is compared with that at December 31, 1949 in the following summary:

Increase
(Decrease)
Current assets:
Cash
Accounts and notes receivable,
less allowance for doubtful
receivables
Inventories
Prepaid expenses

Current liabilities:
Notes payable to banks
Accounts payable
Accrued expenses
Advance payments on sales contracts
Federal taxes on income, estimated
Current assets per $1.00 of
current liabilities
Working capital

Investments
Plant and equipment, less depreciation
Patents and licenses, less amortization
Goodwill
Deferred charges
Deduct long-term debt
Stockholders' equity
Represented by:
Preferred stock
Common stock
Additional paid-in capital
Retained earnings:
Appropriated for contingencies
Unappropriated

Net assets per share of outstanding
common stock (after deducting pre
ferred stock at redemption value)

$ 2,806,465

1,415,094

1,391,371

4,900,876
7,716,193
150,000

4,631,824
6,751,120
100.000
12,898,038

269,052
965,073
50.000

200,000
3,335,119
215,500
250,000
3,700,000

200,000
2,655,155
210,200
200,000
3.100.000

649,964
5,300
50,000
600.000

2.02

2.02

7,869,915

6,499,653

400,000
4,568,756
90,435
1
265.596

450,000
4,787,062
95,252
1
233,153
12,068,151

7,703,619

2,000,000

(50,000)
(218,306)
(7,817)
32,743
1,126,852
(500,000)

1,626,852

$11,195,003
2,700,000
2,800,000
100,000

2,150,000
2,900,000
100,000

500,000
4.995.003

3,918,151

$ 28.83

1,370,232

500,000

550,000

1,076,852

9,568,151

1,626,852

25.21

3.62
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As indicated in the foregoing summary the working capital in

creased $1,370,232 during the year though the ratio of current assets to

current liabilities remained at 2.02 to 1.

The amount of working capital

was $2,869,915 in excess of the minimum required under the agreement re

lating to the long-term notes payable and the working capital ratio was the

minimum specified in said agreement.
In considering the working capital position it should be men

tioned that the company has contracted for the erection of a building, as
an addition to the main plant, at a cost of $200,000, the building to be

completed about June 1951.

We are informed that the required machinery

and equipment will involve an estimated expenditure of $700,000 but that

no purchase contracts have yet been executed.

The company has followed a

liberal dividend policy and in order to improve the working capital
position and to provide for this expansion it may be considered advisable

to retain a larger portion of future earnings for use in the business. (6)

COMMENTS ON CERTAIN ASSETS AND LIABILITIES
The trade accounts receivable at December 31, 1950 have been

summarized as follows: (7)
Amount

Current - not due
Past due:
Less than one month
One to three months
Over three months

Per
centage

$ 2,910,792

60%

972,308
726,541
241.296
$ 4,850,937

20
15

(6)

This is merely indicative of comment which may be appropriate
in unusual circumstances.

(7)

The tabulation may be shown in comparative form incorpo
rating the positions at the close of previous periods.
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The general terms of credit are thirty days.

Notes are taken

only from customers who are dilatory, the object being to secure an ac

knowledgment of the indebtedness.

Of the notes outstanding at the end

of the year, those aggregating $30,763 were past due.

Inventories at December 31, 1950 and 1949 are compared in the

following summary:

2242
Finished products, parts and
assemblies
Work in process
Raw materials and supplies

$2,217,854 2,153,349
2,136,572 1,924,787
3,361,767 2,672,984
$7,716,193
6,751,120

The inventories at December 31, 1950 are stated, for the most

part, in accordance with physical inventories taken at November 30, 1950
by employees of the company under the direction of the management and ad

justed for subsequent transactions to the end of the year.

Certain sup

plies stated at $257,864 at December 31, 1950 were supported by stock
records which were adjusted from time to time to agree with the physical

counts made by the company at convenient intervals during the year.
The unusually large quantities of raw materials on hand at

December 31, 1950, representing approximately $660,000 in excess of the
raw materials inventory at December 31, 1949, arise from heavy purchases
toward the end of the year to assure the supply required to meet the

increasing demands for the company’s products.

The probability of re

stricted offerings, transportation delays and a rising market also in

fluenced purchases in excess of normal.
During the year 1948 the company acquired $281,500 principal

amount of 5% debenture bonds due June 1, 1958 of Premier Mining and
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Manufacturing Company, Inc., which was formed at that time to acquire and
develop bauxite ore mines in British Guiana with the expectation that the

manufacture of aluminum and aluminum products would ultimately be under
taken.

The company purchases certain of its raw material requirements

from Premier Mining and Manufacturing Company, Inc.

Recent unaudited

financial statements indicate that this company has progressed beyond the
development stage and is now operating profitably; interest is being paid

currently.

The changes in investment in plant and equipment during the year
ended December 31, 1950 are summarized as follows: (8)

Gross

Balance at beginning of year $ 6,437,556
Additions
515,694
Allowance for depreciation
_____
6,953,250
Less equipment sold
300.000
Balance at end of year
$ 6,653,250

Allowance
for depre
ciation

1,650,494
534.000
2,184,494
100.000
2,084,494

Net
4,787,062
515,694
(534.000)
4,768,756
200.000
4,568,756

It is of interest to observe that, according to an appraisal
made by independent appraisers as of December 31, 1948, the sound value

(i.e., reproduction cost less depreciation) exceeded the net amount of

the properties as shown by the books at that date by approximately $400,000
The additions to property accounts during 1950, aggregating

$515,694, represented mainly the cost of erection of a building as an
(8)

Where it is considered desirable the changes by account
classifications in plant and equipment and related
allowances for depreciation, together with the depre
ciation rates, may be presented in a schedule.
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extension of the main building in Cleveland and the acquisition and

installation therein of modern type machinery. During 1950 equipment
carried at cost, $300,000, against which there was an accumulated allow

ance for depreciation of $100,000, was sold for $195,000, resulting in a
loss of $5,000 which was charged to income.

As indicated in the foregoing tabulation, the accumulated allow
ance for depreciation at December 31, 1950 was 32.75% of the gross amount

of the depreciable properties.

The allowance for depreciation for the

year 1950 is equivalent to an over-all rate of 8.7% applicable to the

gross amount of the property accounts, exclusive of land, at the beginning
of the year.

Of the bank loans of $200,000 at December 31, 1950, $100,000

matures on January 31, 1951 and $100,000 on February 23, 1951.

The maxi

mum of short-term borrowings during the year was $500,000 and the minimum

$200,000.

The Federal income tax returns have been examined by the United
States Treasury Department to and including the year ended December 31,
1948 and all additional assessments have been paid.

We are informed that the company is defendant in a suit for a
substantial amount with respect to alleged infringement of patents.

The

general counsel of the company reports that, while it is impossible to
determine the ultimate liability, it is his opinion that the amount, if any,

will not be material.
The purchase contracts existing at December 31, 1950 for future
deliveries of materials are of the usual nature and normal in amount,
having regard to the enlarged operations.
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GENERAL

Insurance against loss by fire is carried on the buildings and
contents, including inventories, under blanket policies for $9,000,000

with an 80% coinsurance clause.

As the same amount of insurance protec

tion has been carried for three years, and in view of the recent addi

tions to properties, the enlarged inventories and the possible higher cost
of replacements, we suggest that consideration be given to an increase in

the amount.

All other forms of insurance protection carried should be

reviewed concurrently, as we believe adjustments, especially with respect
to fidelity bonds, may be desirable.

SCOPE OF WORK (9)
As set forth in the first paragraph of this report, our examina
tion was made in accordance with generally accepted auditing standards,

and accordingly included such tests of the accounting records and such

other auditing procedures as we considered necessary in the circumstances.
Submitted below are brief comments with respect to the application of certain
of these tests and procedures.
The cash in banks was confirmed by certificates from the deposi

taries and the cash on hand was counted or confirmed.
We issued requests to customers for confirmation of accounts

and notes receivable aggregating $2,579,876, which is 50% of the total.

Replies were received as to accounts and notes receivable aggregating
I

(9)

In many reports this section with respect to the scope of
the work may be omitted. To many readers the scope of
the auditors' work is of limited interest and it is
usually of special interest only to the credit depart
ments of banks or other credit grantors. Where this
section is omitted, it may be considered advisable to
state in the comments the result of our confirmation
of receivables and to indicate that we have made physical
test of inventories.
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11.
$1,547,503, 60% of the amount for which confirmation was requested, and

such differences as were disclosed were of minor amount and were satis
factorily accounted for. (10)
We tested the analysis as to age and condition of the customers'

accounts as of December 31, 1950, as prepared by the company.

We reviewed the

allowance for doubtful accounts and notes receivable and obtained inform

ation and explanations from representatives of the company.
We reviewed the plan and system of control adopted for inventory

purposes, made tests of the physical existence of the quantities of certain
items selected by us and observed the inventory-taking at November 30,

1950.

As regards the inventories as a whole, we relied upon the technical

knowledge of the company’s officials and employees as to description,

quality and condition and accepted their representations after such inquiry

as we considered necessary.

We checked the basis of pricing of the

inventories and obtained a certificate from a responsible official as to

quantities, description, condition and valuation. (11)

Data in support of the expenditures charged to the plant and
equipment accounts during the year were tested and depreciation provisions

were reviewed.
All liabilities of which we obtained knowledge in the course of

our examination have received appropriate recognition.

We obtained con

firmations direct from the banks as to loans outstanding at December 31,

1950.

We reviewed the estimated amount of the liability for Federal income

taxes.

In addition we have obtained a certificate from the Treasurer (or

other appropriate official) with respect to direct and contingent liabilities.

(10)

Expressions as to the procedure adopted and the extent
of confirmations requested and received will vary
substantially according to circumstances.11

(11)

Where certificates are obtained from several officials,
name the principal one and add "and other responsible
officials."
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12*

Confirmation of the shares of preferred and common stock out
standing was obtained from the respective registrars and transfer agents
of these stocks.

We made such tests of the transactions relating to sales,
purchases, payrolls and other items of income and expense as we deemed
necessary, having regard to the existing system of internal check and

control.
' Yours truly,

A ssets

T o tal current a s s e ts

See accompanying notes

When

i t is

In stru c tio n :

250,000
15.896

4

4,660,000
750,000
200.000,
6,653,2 5 0
2 , 084 , 49

300,000
743,250

,

100,000
18 500

281,500

3 , 361 , 767

2,217,854
2,136,572

$ 4,850,937
289,030
10 , 909
5,15 0 , 876
250 , 000

265.896

90,435

4,568,756

400,000

150 , 000
15,573,534

7,716,193

4,900,876

2,806,465

$ 20,898,622

$

L ia b ilitie s

-----------------

-----------------

$

,

200,000

A

3 338 ,119
215 , 500

E x h ib it

it,

th e e x h ib its

may be

p resen ted in com parative form .

measured 11" x 17" and was folded.

This page has been reduced in
size. In the original report it

C ontingent lia b ilitie s and commitments
(note 2 ).

$ 20,898,622

, 0 0 311,195,003

Advance payments on s a le s c o n tra c ts
250,000
F ed eral tax es on income, estim ated
3 , 700 , 000
T o tal cu rren t lia b ilitie s
7 , 703,619
Long-term d eb t:
Notes payable to banks, m aturing $ 500,000
annually beginning January 31, 1952
2,000,000
S tockholders ' e q u ity :
$ 5 cum ulative p referred stock o f $ 100
par value p er sh a re ; redeemable a t
$ 105 p er share p lu s accrued dividends.
Authorized 30,000 sh a re s ; outstanding
27,000 shares
$ 2,700,000
Common stock w ithout p ar v alu e. Author 
ized 400,000 sh ares) o u tstan d in g
290,000 sh ares a t s ta te d value
2,900,000
A d d itio n al p aid - in c a p ita l
100,000
R etained earnings (note 1):
A ppropriated fo r contingencies
$ 500,000
U nappropriated
4 , 995 , 003
4,9 95

C urrent lia b ilitie s
Notes payable to banks
Accounts payable
Accrued expenses

considered d e sira b le o r where c lie n ts p re fe r

to fin a n c ia l statem en ts.

D eferred charges:
Research and development expense, to be
am ortized over two years
O ther

Goodwill

P aten ts and lic e n s e s , a t co st le s s am o rtizatio n

Investm ents:
Prem ier Mining and M anufacturing Company In c .
debentures, a t cost
P lan t not used in operations, a t estim ated
re a liz a b le value
Cash surrender value of lif e insurance
P lan t and equipment, a t cost le ss d e p re c ia tio n :
Land
B uildings
M achinery and equipment
Die s , to o l s , p attern s and drawings
O ffice fu rn itu re , fix tu re s and equipment
Less allowance fo r depreciation

Prepaid expenses

In v e n to rie s a t th e lower of co st ( f ir s t- in ,
f ir s t- o u t ) o r replacem ent m arket:
F inished products, p arts and assem blies
Work in process
Raw m aterials and supplies

Trade:
Accounts
Notes
O ther
Less allowance fo r doubtful receiv ab les

R eceivables:

Cash

C urrent a s s e ts :

December 31, 1950

Balance Sheet

HAMILTON MANUFACTURING COMPANY,INC.
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Exhibit B

HAMILTON MANUFACTURING COMPANY, INC.
Statement of Earnings

Year ended December 31, 1950
Net sales
Cost of sales (Schedule 1)
Gross profit

$45,586,764
32,222,851
13 363,913

Selling, administrative and general expenses
(Schedule 2)
Operating profit

Other income:
Royalty income
Rental of property, net
Miscellaneous
Other charges:
Rearranging plant facilities
Loss on equipment sold
Interest on notes payable
Miscellaneous
taxes on income

3,976,584
9,387,329

$ 20,508
9,000
52,368

101,734
5,000
63,125
32,444
Earnings before Federal

Federal taxes on income, estimated (no excess
profits tax)
Net earnings (note 1)

See accompanying notes to financial statements.

81,876
9,469,205

—2----------07,353
9,261,852

3,700,000
$ 5,561,852
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Exhibit C
HAMILTON MANUFACTURING COMPANY, INC.
Statement of Retained Earnings

Year ended December 31, 1950

Balance at beginning of year
Net earnings for the year

Appro
priated

Unappro
priated

Total

$500,000

3,918,151
5.561.852

4,418,151
5.561.852

500,000

9,480,003

9,980,003

135,000

135,000

4.350.000

4,350,000

Deduct dividends declared:
On $5 cumulative preferred
stock - $5 per share
On common stock - $15 per
share

4.485.000
Balance at end of year (note 1) $500,000

4.995.003

5.495.003

See accompanying notes to financial statements.

Instruction:
As an alternative presentation the statement
of unappropriated retained earnings may be
combined with the statement of earnings or
shown in the balance sheet. Exhibit C could
then be entirely eliminated if in the balance
sheet it were stated that the balance of
appropriated retained earnings was unchanged
during the year.
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HAMILTON MANUFACTURING COMPANY, INC.
Notes to Financial Statements

(1)

Pursuant to the terms of the indenture under which the notes
payable to banks were issued, dividends declared on common
stock in any calendar year may not exceed $5,000,000 and
retained earnings after giving effect to the declaration
of such dividends must exceed $4,000,000.

(2)

The company is defendant in a suit for a substantial amount
with respect to alledged infringement of patents. The
general counsel of the company reports that, while it is
impossible to determine the ultimate liability, it is his
opinion that the amount, if any, will not be material.
A contract has been made for the construction of an additional
building and negotiations are in contemplation for the
acquisition of equipment, involving an estimated expenditure
of $900,000 payable in 1951.
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Schedule 1

HAMILTON MANUFACTURING COMPANY, INC.
Year ended December 31, 1950
with comparative figures for 1949

Increase
(Decrease)
2,141,619
932,822

1950
$ 15,433,262
8,815,943

1949
13,291,643
7,883,121

5,678,493
521,817
323,642
387,148
242,273
667,891
89,483
66,842
51,471
368,765
122,433
128,976
289.485
33,187,924

5,278,154
498,313
419,614
361,431
236,416
659,871
81,431
75,349
63,978
329,891
112,437
115,817
___ 291.613

400,339
23,504
(95,972)
25,717
5,857
8,020
8,052
(8,507)
(12,507)
38,874
9,996
13,159
_(2,128)
3,488,845

Deduct increase in inventories:
Inventories at end of year
7,716,193
Inventories at beginning of year 6.751.120
Increase
_____ 965,073

6,751,120
5,849,230
901.890

965,073
901.890
63.183

$ 32,222,851

28.797,189_

3,425,662

Purchases
Direct labor
Manufacturing expenses:
Indirect labor
Depreciation and Amortization
Repairs
Freight and express
Light and power
Sundry taxes
Insurance
Small tool replacement
Spoilage
Supplies
Telephone and telegraph
Travel
Miscellaneous
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Schedule 2

HAMILTON MANUFACTURING COMPANY, ING.

Selling, Administrative and General Expenses

Year ended December 31, 1950
with comparative figures for 1949
Increase
(Decrease)
Selling expenses:
Salaries
Commissions
Advertising
Travel
Trade meetings
Telephone and telegraph
Miscellaneous
Administrative and general
expenses:
Officers’ salaries
Office salaries
Travel
Insurance .
Depreciation
Sundry taxes
Telephone and telegraph
Stationery and supplies
Professional services
Miscellaneous

654,621
651,276
834,219
218,918
139,454
63,492
84,679
___ 2,646,659

601,223
586,492
748,651
223,639
131,422
59,391
21.151
2,371,969

53,398
64,784
85,568
(4,721)
8,032
4,101
63.528
274.690

320,500
698,231
56,492
43,213
20,000
29,863
28,439
19,645
28,664
_ 84,878
$ 1,329,925

290,300
670,453
61,491
39,433
20,000
26,496
26,943
18,964
27,579
89,248

30,200
27,778
(4,999)
3,780

$ 3,976,584

3,642,876

333,708

$

3,367
1,496
631
1,085
(4,370)
59,018

Specimen Long-Form Reports

The final report chosen for inclusion is thought to typify
many long-form reports. The client is a modest-size manufac
turer of paper products. In the original report all underlining
and all decrease amounts were in red. They are shown here in
Black and decreases are in parentheses. The following features
of the report are noted:

1. Fire insurance coverage amounts and gross book values
of insured assets are shown in the same schedule on page 152.

2. The client has a profit sharing plan; details relating to
this are to be found on pages 154-155.

3. Usage of the term“Exhibit” and “Schedule” to designate
principal statements and supporting data as compared with
most reports included in the survey is reversed; i.e., in this re
port principal statements are designated as schedules.

4. Amounts of fixed assets which are fully depreciated but
still in use are noted at the bottom of Exhibit A-1 and in the
comments.
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February 23, 1951

To the Board of Directors
XYZ Paper Products Company
Colonyville, Mass.
Sirs:

We have made an examination of the books and accounts of
XYZ Paper Products Company for the year ended December 31, 1950 and submit

the following financial statements in relation thereto, subject to the

terms of this report:

Page

schedule A

Balance Sheet - December 31, 1950

12

EXHIBIT A-1

Real Estate, Plant and Equipment, and
Reserves for Depreciation - December 31, 1950

13

Statement of Profit and Loss and Surplus
for the year ended December 31, 1950

14

Manufacturing Cost of Goods Sold
for the year ended December 31, 1950

15

EXHIBIT B-2

Selling, Advertising, and Delivery Expenses
for the year ended December 31, 1950

16

EXHIBIT B-3

Administrative and General Expenses
for the year ended December 31, 1950

17

SCHEDULE B.

EXHIBIT B-1
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A comparative summary of the balance sheets of December 31, 1950

and December 31, 1949 follows:

1950

December 31,
1949

Increase
(Decrease)

ASSETS

Current Assets:
Cash
Accounts Receivable, less reserve
Inventories
Total Current Assets

Real Estate, Machinery and Equipment
(Less reserves for depreciation)
Cash Surrender Value of Life
Insurance Policies
Notes Receivable - Miscellaneous
Patents
Prepaid Expenses and Deferred Charges
Goodwill and Trade Names
Treasury Stock

$299,964.10
126,893.97
191.902.44

$285,754.64 $14,209.46
107,203.76 19,690.21
127.343.64 64.558.80

618,760.51

520,302.04

98,458.47

241,936.75

221,531.61

20,405.14

5,822.46
400.00
1,376.00
5,611.38
1.00
47.648.00
$921,556.10

3,498.39
2,324.07
(143.00)
543.00
1,448.58
(72.58)
624.89
4,986.49
1.00
47.648.00
$799,959.11 $121,596.99

$121,371.77

$ 93,628.11 $ 27,743.66

LIABILITIES
Current Liabilities:
Accounts Payable and Accruals
Provision for Federal Taxes
on Income
Other Federal and State Taxes
Total Current Liabilities

70,000.00
18.133_.97

50,200.00
15,045.11

19,800.00
3.088.86

209,505.74

158,873.22

50,632.52

48,600.00
172,400.00
491.050.36
$921.556.10

Reserve for Contingencies
Capital Stock
Earned Surplus
Ratio of Current Assets
to Current Liabilities

2.95 to 1

- 2 -

48,600.00
172,400.00
420,085.89
70.964.47
$799.959.11 $121.596.99

3.27 to 1
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A summary of the factors contributing to the increase of
$47,625.95 in working capital for the year ended December 31, 1950 is
as follows:
1950 ______ 1949_________ Increase

Total Current Assets
Total Current Liabilities
Working Capital

$618,760.51
209,505.74
$409,254.77

$520,302.04
158,873.22
$361,428.82

Additions to Working Capital:
Net Profit for the year per Schedule B

$98,458.47
50,632.52
$47,825.95

$98,017.47

Add
Charges to Profit and Loss not requiring
cash expenditures:
Depreciation
$ 25,233.67
Amortization of Patents
92.58
Decrease in Notes Receivable - Miscellaneous
Total Additions

25,326.25
143.00

123,486.72

Deductions from Working Capital:
Expenditures for Plant and Equipment
Expenditures for Patents
Dividends Paid
Miscellaneous Deductions
Total Deductions

45,638.81
20.00
27,053.00
2.948.96

75,660.77

Increase in Working Capital

$47.825.95

The changes in earned surplus for the year are shown in

the Statement of Profit and Loss and Earned Surplus - Schedule B.
A summary of the profit and loss statement for the year ended
December 31, 1950 compared with the statement for the preceding year

follows:
- 3 -
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Ratio to Sales
____ 1950 %
$1,620,891.01
100.0
100.0
1,155,960.07
69.3
71.3
1949

Sales
Cost of Goods Sold

$1,832,855.26
1,270,469,95

Gross Profit

562,385.31

464,930.94

30.7

28.7

258.380.98
304,004.33

234.014.88
230,916.06

14.1
16.6

14.5
14.2

25.233.67
278,770.66

23,401.36
207,514.70

_ 1.4 ____ 1.4_
15.2
12.8

11,494.00
290,264.66

.. .. 9.399.30
216,914.00

.6 _____ .6
15.8
13.4

21.056.44
269,208.22

18,857.55
198,056.45

1.1
14.7

104.796.61
164,411.61

. 66.556.35
131,500.10

5.7 _
9.0

4.1
8.1

3.942.04
168,353.65

131,500.10

.2
9.2

8.1

70.336.18

49.836.56

3.8

3.1

81,663.54

5.4

5.0

Deduct:
Selling, Delivery and
Administrative Expenses
Deduct:
Depreciation Charges

Add:
Discounts and Interest
Earned
Deduct:
Discounts Allowed
Deduct:
Profit Sharing
Participation

Add:
Other Income
Deduct:
Provision for Federal
Taxes on Income

Net Profit for Year

$

98,017.47

- 4 -

$

1.2
12.2
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VERIFICATION OF ASSETS AND LIABILITIES

December 31, 1950

We report on the assets and liabilities as of December 31,
1950 as follows:

$299,964.10

CASH

The cash balances as at December 31, 1950 were made up

as follows:
On Deposit:
A Bank, City
B Bank, City
C Bank, City
D Bank, City
E Bank, City
F Bank, City

$135,964.77
60,000.00
43,066.3'5
30,000.00
20,032.98
10.500.00
299,564.10

On Hand:
Petty Cash Funds in Office

400.00
$299.964.16

The balances on deposit were confirmed to us by the depositaries
and were reconciled by us with the amounts shown by the Company’s books.
The office petty cash funds were counted by us.

ACCOUNTS RECEIVABLE - TRADE
Less: Reserve for Doubtful Accounts

$142,836.13
15.942.16
$126,893.97

We substantially verified the trade receivables by
J

communication with debtors.
A summary of the customers' accounts showing the condition

of the outstanding balances is as follows:

- 5 -
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Accounts
Accounts
old
Accounts
old
Accounts

under 60 days old
from 2 to 4 months

from 4 to 6 months

151

Total
Amount
$137,271.07

Collections
to 1/26/51
$115,044.00

4,073.98

2,919.95

939.03
552.05

788.83

$142,836.13

$118,752.78

over 6 months old

Substantially all accounts receivable considered Uncollectible
by the management have been charged off the books.

The reserve for

doubtful accounts, in our opinion, is more than sufficient to cover all

probable losses at this time.
$191,902.44

INVENTORIES

A summary of the inventories at December 31, 1950 is as

follows:

Raw Materials
Paper
Ink
Gum
Glassine

$101,172.28
854.25
2,125.15
3,342.93
107,494.61
10,714.53
50,536.01

Goods in Process
Finished Goods
Supplies

23,157.29

$191,902.44
The inventories are stated at the amounts determined by
physical inventories taken and valued by employees of the Company under
the direction of the management, from whom we obtained a certificate

as to quantities and condition.

We tested the quantities, investigated

the basis of valuation and made substantial tests of the clerical

accuracy of the inventory records.

The inventories were valued at the

lower of cost or market.
- 6 -
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Fire insurance coverage on inventories is shown below.

$612,950.20
371,013.45

PROPERTY, PLANT, AND EQUIPMENT (Exhibit A-l)
Less: Reserves for Depreciation

$241,936.75
Charges to the Property, Plant, and Equipment accounts

during the year, representing additions properly capitalized, aggregated
$45,638.81.

We noted the fully depreciated assets still in service

and the corresponding reserves for depreciation in the amount of

$262,533.03 were being carried on the books.

Depreciation charges

for the year amounted to $25,233.67.
Fire insurance coverage, as shown by policies submitted for

our inspection, compares with the book value as follows:

Fire Insurance
Coverage
Buildings and Contents,
Colonyville, Mass.
Inventories, Colonyville, Mass.
Inventories and Machinery,
Sometown, Mass.
Inventories, Elsewhere,
Ohio
Inventories, Oldvillage, Mass.

Gross
Book Value

$1,435,000.00
40,000.00

$735,283.17
16,744.60

50,000.00

32,542.97

10,000.00
1.000.00
$1,536,000.00

1,883.80
$786,454.54

The Company also carries use and occupancy, boiler, water
damage, public liability, burglary and robbery and workmen's compensation
insurance.

CASH SURRENDER VALUE OF LIFE INSURANCE POLICIES

$5,322.46

The Company is the beneficiary of insurance policies on the

lives of its officers as follows:
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James Smith
Richard Brown

$75,000.00
25,000.00

$100,000.00
The cash surrender value at December 31, 1950 was confirmed
by direct correspondence with the insurance companies.

PREPAID EXPENSES

$5,611.38

The prepaid expenses were verified by us and were made

up as follows:

$4,871.87
639.51
100.00

Prepaid Insurance
Air Line Deposit
Deposit on Bid

$5,611.38
LIABILITIES

CURRENT LIABILITIES

$209.505.74

So far as we were able to ascertain, provision has been made
on the books for all accounts payable and all known liabilities as at
December 31, 1950, with minor exceptions.

The federal income tax returns of the Company have been

examined by the Internal Revenue Bureau through the year 1948.

The expenses accrued were verified by us and the taxes
accrued were computed by us.
We found no contingent liabilities.

RESERVE FOR CONTINGENCIES

$48,600.00

There was no change in this reserve during the year under
review.

- 8 -
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$172,400.00

CAPITAL STOCK

Preferred 7% Cumulative
Par Value $100 per share
Authorized
Issued, of which 418 shs.
are held in treasury
Common - No Par Value
Authorized and Issued,
of which 388 shs. are
held in treasury

2,000 shs.

1,449 shs.

$144,900.00

27.500.00
$172,400.00

7,000 shs.

The capital stock was verified by examination of the stock
certificate books as at December 31, 1950.

earnings
Attached in Schedule B

and supporting exhibits are the

details of the profit and loss and surplus for the year ended December 31,
1950.

PROFIT SHARING PLAN
Under the Company’s Executive Group Profit Sharing Plan, which

became effective as at January 1, 1947, the participation of the executive

group for the year ended December 31, 1950 amounted to $104,796.61
computed by us as follows:

Profit subject to Executive Group
Profit Sharing Plan as shown by
Schedule B

$269,208.22

Computation of Participation

First
Next
Next
Balance

$65,380.54 of earnings (12% of
$544,837.89)
50,000.00 of earnings
50%
50,000.00 of earnings
35%
103.827.68 of earnings
60%
$269,203.22

- 9 -

Participation

None
$25,000.00
17,500.00
62,296.61
$104,796.61
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The distribution of the profit sharing participation among
the executive group under the terms of the plan was as follows:
1950
Salary
James Smith

$10,000.00

Ratio to
Total
%
.......
19.1205

Participation
$20,037.64

Richard Brown

9,500.00

18.1644

19,035.68

Charles White

8,500.00

16.2524

17,031.96

Edward Black

7,500.00

14.3403

15,028.15

Samuel Redd

6,000.00

11.4723

12,022.58

Raymond Greene

6,000.00

11.4723

12,022.58

Oliver Orange

4,800.00

9.1778
100.0000

9,618.02
$104,796.61

$52,300.00

Anticipatory payments to the executive group in December,

1950 amounted to $75,000.00 leaving a balance of $29,796.61 payable

at the year-end.
In our opinion, the profit for the year upon which the

Profit Sharing Plan has been based is correct and the computation is
in accordance with the plan.

- 10 -
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ACCOUNTANTS' CERTIFICATE
We have examined the balance sheet of XYZ Paper Products

Company as at December 31, 1950 and the statement of profit and loss and
surplus for the year then ended.

Our examination was made in

accordance with generally accepted auditing standards and included all
procedures which we considered necessary in the circumstances, including
verification of trade receivables by communication with debtors and

satisfactory tests of inventory quantities.
In our opinion, the accompanying balance sheet and the

related statement of profit and loss and surplus present fairly the

position of XYZ Paper Products Company at December 31, 1950 and the
results of its operations' for the year then ended, in conformity

with generally accepted accounting principles applied on a basis
consistent with that of the preceding year.

Respectfully submitted,

11 -

.
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Cash Surrender Value o f L ife Insurance P o lic ie s
M iscellaneous Notes Receivable
P aten ts
Prepaid Expenses
Goodwill and Trade Names

OTHER ASSETS:

B uildings (le s s reserv e of $41,585.22
fo r depreciation)
Machinery and Equipment (le ss reserv e o f
$31 0 ,287 50 fo r depreciation)
F u rn itu re and F ix tu res (le ss reserv e of
$15,048.53 fo r depreciation)
Automobiles (le s s reserve o f $4,092.20
fo r depreciation)

Land

CAPITAL ASSETS:

TOTAL CURRENT ASSETS

Raw M aterials
Goods in Process
F inished Goods
Supplies

Accounts Receivable - Trade
L ess : Reserve fo r Doubtful Accounts
In v en to ries - a t lower of co st o r m arket:

Cash

CURRENT ASSETS:

ASSETS

_

5,822.46
400.00
1 , 376.00
5,611.38
1 . 00
$873,908.10

1 , 520.10 241,936.75

4,911.24
82,469.72
146,676.17
6,359.52

618,760.51

$299,964.10
$142,836.13
15.942.16 126,893.97
107,494.61
10,714.53
50,536.01
23 , 157.29 191 , 902.44,
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- Par Value
A uthorized 2,000 sh s. - Issu ed 1,449 sh s.
o f which 418 sh s. are h eld in T reasury
$144,900.00
Common Stock - No Par Value
A uthorized and Issued 7,000 sh s. of which
388 sh s. are h eld in T reasury
27,500.00
Earned Surplus
491.050.36
663,450.36
Deduct: T reasury Stock a t co st - 418 sh s.
o f 7% Cumulative P referred
Stock and 388 sh s. of Common
Stock
47.648.00
$100 per share

fo r C ontingencies

CAPITAL STOCK AND EARNED SURPLUS:
P referred Stock 7% Cumulative

Reserve

TOTAL CURRENT

$873,908.10

615,802.36

48,600.00

2 0 9 , 50 5.7 4

Advance

LIABILITIES

LIABILITIES

$103,628.82
17,742.95
70,000.00
18,133.97

LIABILITIES:

Accounts Payable and A ccruals
B illin g s to Customers
P ro v isio n fo r F ed eral Taxes on Income
O ther F ed eral and S ta te Taxes

CURRENT

December 31. 1950

BALANCE SHEET

XYZ PAPER PRODUCTS COMPANY

Schedule

A
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5,612.30
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A ssets F u lly Depreci a te d in 1950 and P rio r Y ears, included above:
Machinery and Equipment $253,2 89.30
F u rn itu re and F ix tu res
9,298.73
$262,58 8 .03

LAND

456,963.67
21,408.05
5,612.30
292.50

14,176.66
2 ,6 89.16

$25,233.6 7

D epreciation Charges
(T ran sferred to Schedule

$371,013.45

15,048.53
4,092.20

310,287.50

$41,585.22

This page has been reduced in
size. In the original report it meas
ured 10 ½ " x 14" and was folded.

$25,233.67

1,164.37
1,403.04

$2,989.56
19,676.70

$6,243.37
B)

$5,950.87

Reserves fo r D epreciation
— Deprecia 
Charges
tio n fo r
Balance
th e Year
to Reserve
12/31/50

296,561.67

4.911.24 _________=______________ =________ 4.911.24
$573,554.76
$46,603.17
$7,207.73 $612,950.20 $35 2,02 3 . 1 5

-

-

21,193.65

AUTOMOBILES

FURNITURE AND FIXTURES

-

$6,915.23
292.50

39,096.27
506.90

424,782.63

MACHINERY AND EQUIPMENT

BUILDINGS

R eal E sta te , P la n t, and Equipment
Balance
Balance
Balance
1/1/50
A dditions Deductions
12/31/50
f 1/1/50
$117,054.94 ____ $7,000.00
$124,054.94 $ 38,595.66

December 31 , 1950

REAL ESTATE, PLANT, AND EQUIPMENT, AND RESERVES FOR DEPRECIATION

XYZ PAPER PRODUCTS COMPANY

t

4,911.24
$241,936.75

146,676.17
6,359.52
1,520.10

12/31/50
$82,469.72

Book Value

------- Ne

E x h ib it A-1
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E x h ib it B- 1

A-1

Stock

EARNED SURPLUS

On Common

-

31, 1950

$7.00 p er share
$3.00 per share

-

DECEMBER

dividends Paid :
On P referred Stock

Deduct:

-

NET PROFIT FOR YEAR
EARNED SURPLUS
JANUARY 1, 1950

-

14

-

103,293.33

fo r excess p ro fits tax )

7,217.00
19,836 . 00___

2 ,3 1 0 .6 4 __

$1,631.40

$38 , 476.87

1 2 4 0 , 293.79

40,936.88

___49,201.07 ___

10,923.36
26,227.04
12,050 . 67 _

__ 90,137.95 ____

__ 2 ,460 .0 1____

This page has been reduced in
size. In the original report it meas
ured 10½" x 10" and was folded.

Refund o f S ta te Taxes - 1943, 1944, 1945, 1946
Gain on Sale of C ap ital A ssets
PROFIT FOR YEAR - Before F ed eral Taxes on Income
Deduct:
P rovision fo r,F e d e ra l Taxes on Income (in clu d in g $4,300.00

Add:

P ro fit Sharing P a rtic ip a tio n

Cups

$283,431.28

D rinking

____ 22 773.66

,

57,315. 86
49,435.56
102 , 428.49

1.077.176.62
472.247. 36

T issues
$1,549,423.98

PROFIT SUBJECT TO EXECUTIVE GROUP PROFIT SHARING PLAN
Deduct:

D iscounts and In te re s t Earned
Deduct:
D iscounts Allowed and In te re s t Paid

Add:

- E x h ib it

OPERATING PROFIT

DEPRECIATION CHARGES

Deduct :

Se lin g and A d v ertising

- E xhibit B-2
- E x h ib it B-2
A dm inistrative and G eneral - E xhibit B-3
EXPENSES (Before D epreciation Charges)

EXPENSES

:
l
D elivery

Deduct :

MANUFACTURING COST OF GOODS SOLD
GROSS PROFIT

Deduct :

NET SALES

Envelopes,

Towels and

For th e Year Ended December 31. 1950

STATEMENT OF PROFIT AND LOSS AND SURPLUS

XYZ PAPER PRODUCTS COMPANY

$

491

,0 5 0 .3 6

27 ,0 53. 00------

3 , 942.04 _
168,353.65
70 , 336 . 18
98,017.47
420,085 .89 ---518,103.36

21,056
269,208.22

.4 4

290,264.66

1 1 ,4 9 4 .0 0

278,770.66

25 , 233.67

304,004.33

____258,380 .9 8 —

68,239.22
75,662.60
114,4 79 .16 ----

1 ,2 7 0 , 469 . 9 5
562 , 385.31 —

—

Combined

$1,832, 8 55.26

Schedule B
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Exhibit B-1

XYZ PAPER PRODUCTS COMPANY
MANUFACTURING COST OF GOODS SOLD

For the Year Ended December 31. 1950

MATERIALS PURCHASED
Add:
MANUFACTURING EXPENSES:
Salaries and Wages - including
factory office
Machine Repairs
General Factory Supplies
Light, Heat, and Power
Insurance
Royalties, etc.
Payroll Taxes
Property Taxes, etc.
Miscellaneous

Add:
INVENTORIES ON HAND JANUARY 1, 1950
Deduct:
INVENTORIES ON HAND DECEMBER 31, 1950

MANUFACTURING COST OF GOODS
SOLD- Before Depreciation
Charges (Transferred to
Schedule B)

Envelopes,
Towels and
Tissues
$775,947.91

318,358.54
14,684.69
4,361.70
13,057.75
5,163.20
1,237.76
9,455.43
3,056.31
6.732.43
376,107.81

Drinking
Cups
$145,283.98

32,949.51
715.56

Combined
$921,231.89

351,308.05
15,400.25
4,361.70
14,174.49
5,840.23
1,449.38
10,338.52
3,595.60
.. .7,328.64
413,796.86

1,152,055.72

1,116.74
677.03
211.62
883.09
539.29
596.21
37,689.05
182,973.03

98,032.00
1,250,087.72

29,311.64
212,284.67

127,343.64
1,462,372.39

172,911.10

18,991.34

191,902.44

$1,077,176.62

$193,293.33

$1,270,469.95

- 15 -

1,335,028.75
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Exhibit B-2
XYZ PAPER PRODUCTS COMPANY
SELLING, advertising, _and delivery expenses

For the Year Ended December 31. 1950
Envelopes,
Towels and
Drinking
Tissues
Combined

.

SELLING AND ADVERTISING EXPENSES:
. Advertising:
Direct
Publicity

SELLING AND SALES PROMOTION:
Salesmen’s Salaries
Salesmen’s Commissions
Agents’ Commissions
Payroll Taxes’
Travel and Entertainment
Automobile Expenses
Miscellaneous
TOTAL SELLING AND ADVERTISING EXPENSES
Before Depreciation Charges
(Transferred to Schedule B)

DELIVERY EXPENSES:
Out Freight, Express, and Parcel Post
Cartage, etc.
Shipping Supplies

$1,306.36
13.390.12
14,696.48

$23.61
1,841.40
1,365.01

$1,329.97
15,231.52
16,561.49

29,420.46
326.02
2,155.26
602.69
8,407.00
1,125.90
___ 582.05
42,619.38

5,099.80
434.17
2,917.00
40.77
302.66

34,520.26
760.19
5,072.26
643.46
3,709.66
1,125.90
346.00
51,677.73'

263.95
9,058.35

$57,315.36 $10,923.36 $68,239.22

$28,265.69$21,107.02 $49,372.71
18,828.37 4,707.08 23,535.45
2,341.50
412.94
2,754.44

TOTAL DELIVERY EXPENSES

Before Depreciation Charges
(Transferred to Schedule B)

$49.435.56 $26.227.04 $75,662.60

- 16 -
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Exhibit B-3

XYZ PAPER PRODUCTS COMPANY
ADMINISTRATIVE AND GENERAL EXPENSES

For the Year Ended December 31, 1950

Envelopes,
Towels and
Tissues
GENERAL _OFFICE_EXPENSES:
Salaries and Wages
Telephone and Telegraph
Postage
Stationery, Printing, and Supplies
Rent, Light, and Heat
Payroll Taxes
Insurance
Credit and Collections

ADMINISTRATIVE—EXPENSES:
Executive Salaries
Taxes
Dues and Subscriptions
Contributions
Travel and Entertainment
Professional Services
Building and Park Maintenance
Miscellaneous

Drinking
Cups

$22,407.34
4,769.85
1,168.14
2,801.60
427.28
1,028.04
298.53
48.08
32,948.86

$3,429.01
1,009.56
205.92

28,455.05
13,069.35
3,134.33
2,409.24
6,307.29
3,674.24
5,078.80
7,351.33
69,479.63

3,345.03
1,969.50
110.32
146.25
165.50
522.80
896.26
65.26
7,220.92

133.83
51.43
4,829.75

Combined
$25,836.35
5,779.41
1,374.06
2,801.60
427.28
1,161.87
349.96
48.08
37,778.61

31,800.08
15,038.85
3,244.65
2,555.49
6,472.79
4,197.04
5,975.06
7,416.59...
76,700.55

TOTAL ADMINISTRATIVE AND GENERAL EXPENSES

Before Depreciation Charges
(Transferred to Schedule B)

$102,428.49

17 -

$12,050.67

$114,479.16

